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Vv A VY Preface 


Learning and reporting about how local health care systems are changing 
today—right now—is not a simple or easy undertaking. It requires knowing 
how health care institutions work in general, becoming familiar with a par- 
ticular community, eliciting information from knowledgeable local people, 
putting the pieces together to create a coherent picture, and a willingness to 
produce reports quickly, before every detailed question can be answered. 

In short, the analysts working on the Community Snapshots project had to be 
detectives, newspaper reporters, and researchers all at the same time. The 
quality of the reports in this volume indicates they succeeded in their mul- 
tiple roles quite well indeed. 

When the Foundation approached the three research teams involved and 
asked whether they were interested in conducting these snapshot studies, the 
idea for the project was in skeleton form. We indicated that the undertaking 
was not clearly structured, and we wanted the teams to be involved in devel- 
oping the approach to getting the work done, as well as actually doing the 
work. The teams dove into the project with enthusiasm. Their collaboration 
was especially laudable. This project took extensive teamwork, as the groups 
compared their experiences visiting the communities and the content of what 
they were learning. 

This project challenged the style of a typical academic study, putting a 
premium on timeliness, breadth, and descriptions of changes that inform as 
much by generating interesting and provocative issues as by producing 
answers. The teams deserve great credit—and appreciation—for the high- 
quality work they produced under stringent time and logistical constraints. 

Paul Ginsburg deserves special recognition for his leadership of the project, 
which added significantly to its overall excellence. Paul convened meetings of 
the teams, led the group in developing a conceptual framework for 
approaching the communities, offered constructive ideas for improving the 
methods and conveying project findings, organized the “Community 
Snapshots” conference where results were presented, and generally provided 
wise counsel in helping everyone involved perform at a higher level. Paul is 
unusual in his ability to suggest improvements in a way that is constructively 
critical and allows others to get credit for the final work. This volume reflects 
his ability to establish a framework that can produce interesting, thoughtful, 
objective information about the health system changes now under way in this 
country. 
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INTRODUCTION 


V A VY Overview 


The Community Snapshots Study seeks to capture the process of change in 
local health systems and the impact of that change on community residents. 
The site visits to 15 selected communities included interviews with leaders of 
organizations in each sector of the health care market and analysis of sec- 
ondary data. Changes over the past two years, current organizational relation- 
ships, and strategic planning for future changes were considered. In addition, 
consumers in each of the communities were surveyed about changes they are 
experiencing and their expectations for the future. 

The major challenges of the study were its breadth and the tight time 
frame in which it was conducted. Rarely do site visits address as many compo- 
nents of the health system as these did. In each site, the researchers inter- 
viewed representatives of major employers or business coalitions, health plans, 
hospitals, academic medical centers, community health centers, physician 
organizations, local health departments, and consumer groups. Major topics 
covered included developments in managed care, organizational change, state 
and local policy, and activities of purchasers. Cognizant of the pace of change, 
the researchers quickly prepared site reports and then promptly proceeded to 
develop cross-cutting reports on a series of topics. 


v A VW Methodology 


Funded by The Robert Wood Johnson Foundation and directed by the Center 
for Studying Health System Change (HSC), the Community Snapshots study 
had two distinct components: a series of site visits that involved analysts from 
three research organizations (the Alpha Center; the Institute for Health 
Policy Studies at the University of California at San Francisco; and the 
Health Policy Analysis Program at the University of Washington) and a 
survey of consumers, conducted by Louis Harris, Inc. Between January and 
December 1995, the three research teams helped HSC select the 15 snapshot 
communities, developed interview protocols, conducted site visits, and pro- 
duced a series of reports detailing their findings. 


Site Selection 


A key goal of the Community Snapshots study was to gain an understanding 
of how the process of health system change differs among communities of 
varying sizes and at varying stages of health care market development. 
Accordingly, the sites represent a range in terms of both population size and 
stage of market development. Geographic diversity was also an important 
consideration. The 15 communities are distributed across 14 states and seven 
of the nine Census divisions. The market areas generally span multiple 
counties; three (St. Louis, Portland, Ore./Vancouver, Wash., and 
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Fargo, N.D./West Central Minnesota) cross state lines. Thirteen of the 
snapshot communities are in urban areas; in most cases, the market area is 
defined by the boundaries of the metropolitan statistical area (MSA). 

Small cities, with populations of less than one-half million, and major metro- 
politan areas, with populations of several million, are represented (Table 1). 
In Des Moines, one of the 13 urban-area sites, the rural areas surrounding the 
city were also included in the market analysis. Two snapshots focus exclu- 
sively on markets in rural areas: west central Minnesota and north central 
Florida. To facilitate comparisons of urban and rural health systems within a 
common state policy environment and economize on the collection of data 
on public policy, we selected rural sites in states where we had also selected 
an urban market. 

The snapshot sites represent varying stages of market development. To cat- 
egorize communities by market stage, we drew on a theory of health care 
market development that defines market maturation in terms of increased 
purchaser power, capitation of managed care organizations and provider orga- 
nizations, integration and consolidation of delivery systems, and increased use 
of information technology.' Because the data collection and analysis required 
to develop a formal typology based on this conceptual framework were 
beyond the scope of this study, we relied on the limited data available in pub- 
lished reports to rank communities in terms of HMO market penetration, 
financial consolidation of providers and insurers, and concentration of pur- 
chaser power. We interpreted the absence of reports in the trade press as an 
indication that a community was in the early stages of market development. 
The communities selected represent a range of circumstances along this con- 
tinuum of market development. In the interest of gaining a better under- 
standing of health system change in highly active markets, we deliberately 
over sampled communities with markets that appeared to be more advanced. 


Site Visits 

Site visits were conducted between May and July 1995. Typically, a four- or 
five-person research team visited a community and conducted interviews over 
a one-week period. In some cases, teams made follow-up visits or telephone 
calls to gather more information. In each community, the researchers met 
with representatives of five key stakeholder groups: public policymakers, pur- 
chasers, insurers/health plans, providers, and consumers. Depending on the 


complexity of the market, the number of individual and group interviews 
ranged from 20 to 30. 


‘This classification system was based on work by Harold S. Luft, Ph.D. and Robert H. Miller 
Ph.D. i 





Table 1 
Characteristics of Snapshot Communities 







































































Hospital Inpatient Active Acute Care 
Percent Beds Days MDs HMO Hospital 
Population Age 65 __—swPeer Capita per per per Pene- Expenditures 

(in Percent or Income Unemploy- 100,000 100,000 100,000 tration per Capita 
Site thousands) Non-white Older (in dollars) ment Rate Population Population Population’ Rate? (in dollars) 
Albuquerque 499 23 10 18,582 48 S73 79,612 360 37.6 1,205 
Boston 3,764 172 Us! 25,910 79 396 105,388 445 27.5 1,202 
Columbia 528 33 10 17,996 Be. 296 86,536 247 ites PORE 
Des Moines 621 5 12 20,367 3.8 469 113,565 153 2504 1,121 
Fargo, N.D./ 475 5 14 16,271 5.8 577 148,058 164 NA 975 
West Central 
Minnesota 
Houston 2,972 35 ii 22,298 74 426 88,003 274 12.4 1,354 
Indianapolis 1,293 Le 11 21,444 5.1 413 102,012 311 14.5 1,220 
Minneapolis/St. Paul 2,355 8 10 23,977 4.4 288 70,963 270 37.6 916 
North Central Florida 805 17 14 15,301 Us) 314 72,263 244 NA 1,007 
Orange County 2,485 721 9 24,651 6.6 264 48,843 264 18.9 808 
Portland, Oreg./ 1,496 9 11 20,961 6.5 254 53,820 PHP 36.1 856 
Vancouver, Wash. 
St. Louis 2,440 19 As 21,841 6.1 492 114,553 280 20.7 1,246 
San Diego 2,601 25 il 20,384 Tics} 230 54,160 245 26.4 764 
South Florida 4,210 22 18 21,921 9.4 421 98,026 276 30.0 993 
Wilmington 455 20 11 22,897 Bye. B25) 86,374 251 16.1 1,166 
Sources: Adjusted total expenditures per capita for acute care in each hospital referral region are 1993 figures obtained from John E. Wennberg et al., 
The Dartmouth Atlas of Health Care of the U.S., Hanover, NH: The Trustees of Dartmouth College, 1996. HMO penetration data for 1994 were obtained 
from Interstudy Publications, The Interstudy Competitive Edge Part Ill: Regional Market Analysis (Edition 5.1). St. Paul, MN: Decision Resources, Inc., 
1995. Other data were obtained from Quality Resource Systems, Inc., “Bureau of Health Professions’ Area Resource File.” Fairfax, VA: QRS, February 
1995; the ARF figures are 1992 data, unless otherwise specified. 


Note: The figures presented in this table do not in all cases agree with figures obtained from interviewees in the Snapshot communities and presented in 
the site reports. Differences may be attributable to different definitions of the health care market. Appendix A explains how the markets were defined 
for the purpose of preparing this table. 


‘Rate computed using 1993 physican data and 1992 population data. 

The figures presented here are HMO enrollment rates for the MSA of the city or cities named, with the following exceptions: The Boston, Houston, 
Portland, Ore.Vancouver, Wash., South Florida, and Wilmington figures are estimates for, respectively, the Boston portion of the Boston/Worcester/ 
Lawrence MSA; the Houston/Galveston/Brazonia PMSAs; the Portland/Salem PMSAs; the Miami/Ft. Lauderdale PMSAs; and the Wilmington/Newark 
PMSA. 





Introduction A xi 


Local consultants played a key role in helping the teams prepare for and 
organize the site visits. Selected for their understanding of their health care 
market, consultants helped gather the market-level and organization-specific 
information the researchers needed to prepare for interviews, identified inter- 
viewees, provided perspective on information gathered during the site visits, 
and reviewed reports. 

Given the relatively small number of interviews that could be conducted 
within the tight time frame of the study, the research teams attempted to 
choose interviewees in each market sector who were able to represent the 
views of their organization, provide a broad perspective on the market, and 
assess the impact of changes on other actors in the health care system. The 
research teams also conducted focus groups with representatives of consumer 
advocacy groups, including labor unions, legal service agencies, senior citizen 
groups, children’s advocacy organizations, and disability rights groups. 


Interview Protocols 


The interview protocols were designed to gain a broad understanding of the 
dynamics of the local health care market, not to gather detailed information 
about individual organizations. In the interest of allowing interviewees to 
define the key issues in their community, the researchers posed open-ended 
questions. 

Interview guides were tailored to specific groups of interviewees. Because 
the research teams were able to interview only selected representatives of 
organizations in each market sector, interviewees were asked not only about 
their own organization’s involvement in the changes unfolding in the health 
care market, but about the involvement of their competitors and others in 
their sector. Another set of questions focused on the big picture: the changing 
dynamics of the local health care market, the forces driving those changes, 
and their impact on various sectors of the market By asking many actors in 
the health care market the same questions and comparing accounts, the 
research teams were generally able to develop a consistent picture of the 
process and the impact of change in various sectors of the health system. 

Interviewees were frequently asked about the competitive actions of their 
organizations. Given the sensitive nature of the information sought, the 
researchers were careful to guarantee as much anonymity as possible to indi- 
viduals and organizations. 


Products 


Findings from the site visits are presented in 15 site reports and 10 cross- 

cutting papers. Results were also discussed at dissemination conference in 
December 1995. Each of the site reports examines the health care market 
from a range of perspectives. Depending on the size and complexity of the 
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market and the pace of change over the past two or three years, the site 
reports range in length from 6,000 to 11,000 words. Five of the ten cross- 
cutting reports focus on stakeholder groups whose representatives were inter- 
viewed during the site visits and explore how individuals and organizations in 
these five groups—public policymakers, purchasers, insurers/health plans, 
physicians and hospitals—are leading or responding to health system change 
in the 15 snapshot communities. One cross-cutting paper presents results 
from the Louis Harris survey of consumers. The remaining four papers explore 
key themes: the varying nature of competition in health care markets, the dif- 
ferent ways in which health care financing and delivery are becoming more 
integrated, the impact of health system change on the safety net, and the role 
of change agents and catalysts in health system change. The cross cutting 
papers will be published in Health Affairs in spring 1996. 
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V A VW Overview 


The Albuquerque health care market, known for its relatively high rate of 
managed care enrollment and vertically integrated, hospital-based provider 
systems, has remained largely unchanged for the past year and a half. Since 
the early 1990s, these provider systems have controlled the market by spon- 
soring or co-opting health plans to increase their market share and leverage. 
Neither insurers nor purchasers have been able to produce significant market 
change, even though both have managed to extract some discounts from 
providers. Recent developments, however, suggest greater changes in the near 
future, including the following: growing prices, product competition from 
insurers not aligned with hospitals, increased purchaser sophistication, and 
early state efforts to implement Medicaid managed care and strengthen the 
purchasing sector. 

Considerable change occurred in the Albuquerque market in the late 
1980s and early 1990s that contributed to the formation of the current 
provider-dominated system. As managed care plans began to increase in pop- 
ularity, the two main hospital-based delivery systems developed their own 
health plans and began to compete with each other and with an established 
staff-model health maintenance organization (HMO)/group practice for a 
growing pool of managed care enrollees. Out-of-state health plans also 
entered this competitive environment. The prospect of expanded coverage 
through national and state health care reform spurred the provider systems 
toward vertical integration of health plans and physicians. 

Four major vertically integrated hospital-based systems—Lovelace, 
Presbyterian, St. Joseph’s, and the University of New Mexico—currently exist 
in Albuquerque and own or affiliate closely with one or two managed care 
plans. With two independent insurers/managed care organizations, the 
provider systems and their affiliated health plans attempt to maintain or 
attract market share from commercial and Medicare enrollees. Competition 
among health plans primarily revolves around existing contracts. 

Provider systems and their affiliated health plans have maintained control 
in this market largely because of insufficient power by any other sector to suc- 
cessfully compete with them. Independent insurers (those without a close 
affiliation with one of the major providers) have not gained enough market 
leverage. Purchasers have not brought about a change because there is no col- 
lective purchasing, and the large public employers that dominate the local 
economy have sought reasonable price bargains but little else. Although some 
physicians are forming independent practice associations (IPAs) and merging 
into multi-specialty groups, most remain aligned with one system or another. 
And, since the 1994 state elections brought power to politicians primarily 
concerned with budget issues, state policy does not exert much influence over 
the health market. 
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Some recent developments may shift the balance of power, however. 
Preferred provider organizations (PPOs) not aligned with provider systems 
have become more aggressive competitors with the provider-affiliated health 
plans, primarily by reducing premium rates and developing less restrictive 
products (e.g., point-of-service) to capture enrollees from provider-affilliated 
health plans. Albuquerque’s largest area employers are either federal, state, or 
local governments. Therefore, health plan contract renewals by government 
purchasers—increasingly pressed for funds—may become even more compet- 
itive. In addition, state purchasing initiatives show signs of gaining strength. 
Provider systems and health plans are gearing up to compete for Medicaid 
managed care enrollees in 1997 by expanding their networks of clinics in 
underserved communities. A new state-sponsored purchasing cooperative for 
small businesses with relatively little influence now could become stronger 
with increased enrollment. 

In the next one to three years, the market is expected to experience 
much greater change. The following factors could lead to a major shake-up 
of the hospital-based delivery networks and their affiliated health plans: 

(1) new health plans entering the market by offering very low premium rates; 
(2) significant pressure from organized public purchasers and Medicaid 
managed care, causing large shifts in health plan membership through more 
exclusive contracts; and (3) cuts in Medicare and Medicaid, which could 
undermine the financial position of one or more providers. 


Community and Health System Background 


Demographics and the Economy 


In 1990, Albuquerque’s Bernalillo County had a population of 480,600, about 
one-third of the state’s 1,600,000 people. The metropolitan area, one of the 
fastest growing in the nation, has 632,000 people, an increase of 14 percent 
since 1980. In 1990, there were about 50,500 people over age 65 in 
Bernalillo County—a 48 percent increase since 1980. This constituted nearly 
11 percent of the county’s population. Hispanics constitute about 40 percent 
of the state’s population, and Native Americans comprise approximately 

8.5 percent. 

Albuquerque’s residents have a higher median household income and a 
lower percentage of households below poverty than other southwestern cities. 
Still, about 15 percent of the population in Bernalillo County have incomes 
below poverty. 

Albuquerque’s local economy boomed in 1994 and 1995 as employment in 
construction and retail sales grew robustly. The leading employers are federal, 
state, and local governments, including the University of New Mexico 


(UNM), the city of Albuquerque, the state of New Mexico, Sandia National 


Labs, Albuquerque Public Schools, and Kirtland Air Force Base. The dom- 
inant private businesses in Albuquerque are manufacturing companies 

(e.g., Intel, General Electric, Motorola). Health care providers are also major 
employers. Lovelace Medical Center, University of New Mexico Medical 
Center, Presbyterian Health System, St. Joseph’s Healthcare System, and the 
VA Medical Center employ more than 12,000 people. 

About 80 percent of the workforce is, however, employed by small firms 
(fewer than 500 employees) or is self-employed. The 39 firms in metropolitan 
Albuquerque with 500 or more employees employ approximately 15 percent 
of the working-age population. An estimated 55 percent of the small busi- 
nesses do not offer health insurance to their employees, a factor that con- 
tributes to the 20 percent rate of noninsured employees. 


Health System History 


The Albuquerque health care market has two distinct characteristics that 
have evolved over the past two decades. The first is a relatively high rate of 
managed care penetration (37 percent HMO and 17 percent PPO), which 
has given the community a reputation as one of the more advanced and com- 
petitive managed care markets in the country. The second is a core of hos- 
pital-based provider systems that sponsor or affiliate with the area’s leading 
health plans. As a result, these hospital-based systems have assumed a dom- 
inant role in the market. 

Several factors have contributed to a climate favorable to managed care in 
Albuquerque and have helped to accelerate its growth. Unlike most other 
southwestern cities, Albuquerque has had an HMO presence in the market 
since 1973, when Lovelace Health System, a multi-specialty clinic, developed 
an HMO insurance product. Lovelace’s historic presence in the community 
engendered cultural acceptance of managed care, and its popularity among 
young families inspired other health plans. Additionally, the government- 
dominated employment sector has promoted managed care arrangements for 
its employees and retirees as a strategy to contain costs. Furthermore, 
Medicare beneficiaries have been very receptive to managed care. 
Approximately one-third of all Medicare beneficiaries are enrolled in a 
Medicare risk product, a figure nearly three times higher than the national 
average.' Between 1990 and 1993, HMO enrollment increased 33 percent, 





‘Although Medicare’s average adjusted per capita cost (AAPCC) in Albuquerque is 15 to 

20 percent lower than in comparable southwestern cities, FHP Inc.’s entrance into the Medicare 
risk market and the product’s success with low-income seniors prompted other health plans to 
offer competing products. The 1995 AAPCC for Bernalillo County was $204.86 for Medicare 
aged Part A and $147.52 for Part B. By comparison, Maricopa County (Phoenix) rates are 
$264.02 for Medicare aged Part A and $176.62 for Part B. 
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from 195,000 enrollees to nearly 260,000 enrollees, spurring an influx of new 
managed care plans to the market, including Prudential and Blue Cross and 
Blue Shield. 

The most substantial gains in provider capacity and integration with 
health plans occurred in the 1970s and 1980s. The leading hospitals began to 
develop their own health plans, initially in reaction to Lovelace’s early 
success in gaining managed care enrollees and eventually in response to 
new market entrants. Two of the major hospital systems (Presbyterian and 
St. Joseph’s) created a health plan together in the 1970s to expand and secure 
their patient base. Although that health plan dissolved in 1981, the two 
systems jointly developed another health plan in the mid-1980s. Presbyterian 
eventually gained sole ownership of the health plan. Now, three of the four 
major hospital-based systems have their own health plans or are closely 
aligned with one through a principal contractual arrangement. This has 
created a vertically integrated market. 

Despite a high concentration of managed care, the provider system 
remains oversupplied with hospital beds, high-tech services, and specialty 
physicians. In the early 1980s, hospitals divided the market by carving out 
separate “centers of excellence” for specialty services. Hospitals tried to 
develop capacity in all areas to compete for health plan contracts and gen- 
erate more physician referrals, which led the hospitals to make large capital 
investments in new facilities and high-tech equipment. The building boom 
was also spurred by the repeal of the state’s certificate-of-need (CON) law in 
1983. In the late 1980s, several general hospitals, specialty hospitals, and 
urgent care centers were built in areas expected to have the highest growth in 
population. Horizontal integration has not occurred to any significant degree 
across hospital systems, and the four systems continue to compete vigorously. 
Therefore, the market continues to have an excess of resources. This excess 
also reflects the limited influence of managed care plans to act independent of 
the four systems. 


Health System Changes 
Public Policymakers 


The recent influence of state policy on the market has been minimal since 
the decline of recent national and state health care reform efforts. However, 
between 1991 and 1994, state actions to expand insurance coverage and 
control costs were much more influential. Of the state policies adopted during 
that time, Medicaid managed care is expected to have the greatest effect on 
the market in the future because it offers health plans a chance to expand 
into a new market. A recently established state-sponsored purchasing alliance 


for small businesses may also be a force in strengthening the purchasing 
sector. 

In 1991, the legislature passed a law allowing insurers to offer a minimum 
benefit package to individuals and small groups. However, these “bare bones” 
plans were not popular. In 1992, the state created the Health Care Initiative, 
which proposed the development of a central state health authority and 
regional health councils that would award competitive contracts to 
accountable health plans (AHPs) in each region. Although the initiative was 
not adopted, the debate spurred health plans and hospitals to develop verti- 
cally integrated systems that could evolve into AHPs capable of serving a 
broad patient base, including many of the uninsured. 

The state legislature enacted several laws in 1994 to strengthen the pur- 
chasing sector and increase financial access. One law set up a state-sponsored 
health purchasing cooperative for small businesses. This cooperative got off to 
a strong start, but it is unclear if it will significantly affect insurance coverage 
or affordability for the small-group market. The state legislature also autho- 
rized expansion of Medicaid eligibility to include all children below age 19 
living in families earning less than 185 percent of the federal poverty level, 
potentially adding 60,000 children to the Medicaid program over the next 
two years and significantly reducing the number of uninsured children. 

Another law requires Medicaid to expand managed care statewide by 1997. 
Since there has been no prior experience with capitated Medicaid contracts, 
all provider systems and health plans are attempting to increase their capacity 
to do so by extending their networks of clinics and ambulatory care centers 
into indigent communities. Gaining access to new managed care enrollees 
could shift the balance of power in the system from one provider to another 
or from providers to an independent health plan if the state uses competitive 
bidding. 

In late 1994, state health care reform efforts slowed as the federal health 
care reform effort failed. Additionally, Governor Bruce King (D) was defeated 
by Gary Johnson (R), a fiscal conservative whose priorities do not include 
health care reform. While many of the state’s previous initiatives remain in 
place and are being implemented, comprehensive health care reform efforts 
no longer have broad political support. 


Purchasers 


Purchasers’ impact on the market has been limited so far. The scarcity of 
large, locally based private employers and relatively stable, low premium rates 
have made it difficult and unnecessary for purchasers to organize collectively. 
They are generally able to take advantage of healthy price competition 
between health plans; large purchasers in particular have been able to get 
reduced or constant premium rates, as well as new point-of-service (POS) 
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products. Several large purchasers are becoming more sophisticated, and a few 
are beginning to consolidate their purchasing power to gain greater leverage. 


Employers and Employer Coalitions 

Despite the relatively low premium rate increases and employee benefit costs 
in Albuquerque, a few employers are forcing annual premium rate reductions. 
Public purchasers are leading this trend, in part due to state and local gov- 
ernment pressures to reduce public spending. Within the last few years, a few 
large public employers (e.g., the UNM, the state of New Mexico) negotiated 
well-publicized rate reductions that set an example for other large employers. 

It remains unclear, however, if premiums are being reduced because large 
purchasers are using market leverage to negotiate lower rates or because 
health plans are offering lower rates to gain more of the market share. Some 
purchasers believe that health plans are offering significantly reduced rates to 
steal business away from competitors. These employee benefit plan managers 
are worried because they do not believe that insurers can sustain financial 
health with such steep discounts. Several purchasers are anticipating premium 
price increases in the next year or two. Some employers are also concerned 
that price competition among plans could lead to lower quality and decreased 
availability of primary care appointments. But the employers have not taken 
specific action to address potential quality and access problems. 

Employers are also beginning to ask health plans to offer a greater range of 
product options, especially POS products. The greatest growth in offerings of 
POS products is because large purchasers have obtained such options for their 
employees. 

Employers with high-cost indemnity plans view POS products as a way to 
provide less-costly managed care with fewer restrictions than traditional 
HMOs. Employers that have limited their HMO option to a staff-model 
HMO view POS products as giving employees more choice. Some employers 
see POS products as a way to contain costs and expand employees’ choices. 
For example, prior to 1992, the state employee benefits plan offered an 
indemnity plan and a staff-model HMO. In 1993, the state’s plan replaced 
them with Blue Cross and Blue Shield’s POS product. 

Large employers report that employees, unions, or other groups prefer a 
wide choice of plans and providers for workers and their families. For 
example, many employers offer Lovelace’s HMO because the organization has 
engendered substantial consumer loyalty over the years. Other employees 
choose the Presbyterian or St. Joseph’s systems’ plans because of long-standing 
physician/patient or hospital/patient relationships. In its most recent contract 
negotiations, the UNM required all health plans to contract with or allow 
patients to use the University Hospital and University Physician Associates 
(UPA) to ensure choice and keep health plans from shutting university-based 
providers out of their networks. 


Choices of plans and products are much more limited for employees of 
small firms. Mid-size and small employers more frequently limit employee 
choice to one or two more restrictive plans in exchange for lower premium 
rates. Until the creation of the state-sponsored purchasing alliance, associ- 
ation-based plans available to small businesses have been limited to those 
offered by the Albuquerque and Hispano Chambers of Commerce. 

While there are no private employer coalitions in the Albuquerque 
market, two public employers have been pursuing a partnership to increase 
their negotiating leverage. The city of Albuquerque and Bernalillo County, 
two of the region’s largest employers, recently banded together to develop a 
purchasing strategy for their combined 6,600 employees. They are also inves- 
tigating the possibility of joining forces with the UNM and the Albuquerque 
Public School System to negotiate collectively with health plans. 

The New Mexico Health Insurance Alliance, a state-sponsored purchasing 
cooperative for small businesses of 2 to 50 employees, also attempted to 
organize purchasers. The Alliance began operation in February 1995; after 
just three months, nearly 800 small businesses, representing approximately 
3,000 employees, had purchased insurance through the Alliance. Only half of 
the firms previously offered health insurance benefits. Currently, initial 
premium rates offered through the Alliance are somewhat higher than initial 
offerings in the general market. However, the Alliance premium index rate 
will most likely become more competitive with renewal rates outside the 
Alliance, forcing rates down in the market overall. 


State and Local Government as Purchasers for Low-Income People 
The state government has promised to convert most Medicaid recipients to 
managed care by 1997, so provider systems and health plans are gearing up to 
serve this new market. Managed care initiatives in New Mexico’s Medicaid 
program have previously been limited to the Primary Care Network (PCN) 
program, a primary care case management model implemented in 1991. The 
state plans to enroll Medicaid recipients into capitated managed care plans in 
Bernalillo County in July 1996 and on a statewide basis in 1997. In Bernalillo 
County and other areas already served by managed care networks, the state 
would prefer to negotiate full- and partial-risk contracts with three or four 
HMOs. 

Providers and health plans in the Albuquerque area are preparing for full- 
tisk capitated Medicaid managed care. For example, two hospital systems 
recently built ambulatory care centers in low-income neighborhoods. The 
University Hospital recently added two clinics to expand its outpatient 
capacity. Additionally, a managed care plan is working with the community 
health center to gain experience serving low-income and Medicaid recipients. 
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Insurers and Health Plans 


Competition for market share has increased between provider system- 
sponsored/owned health plans and independent health plans. While much of 
the competition is focused on big contracts and self-insured plans, small 
groups represent important targets for competition among the plans. Insurers 
offer low premium rates and new products that offer more choice of providers 
and hold down costs through integration or closer relationships with 
providers. A few insurers are also considering quality improvement initiatives 
that could lead to reduced costs. 

Six major health plans operate in the market. Lovelace Health Plan, a staff 
model HMO, has the largest market share, with 49 percent of all HMO 
members in the market. Combined with CIGNA PPO products, Lovelace has 
33 percent of the total area managed care market (HMOs and PPOs). 
Although the state’s largest HMO, Lovelace is no longer perceived as the 
market leader because it lost the state employees contract two years ago. 
HealthPlus offers HMO and PPO products and controls about 19 percent 
of the total managed care market. FHP, a mixed-model (staff and IPA) 
HMO, controls 11 percent. QualMed, an IPA-model HMO, controls about 
7 percent. Blue Cross and Blue Shield has most of the state’s indemnity 
market, a large PPO product, and the greatest popularity in the non- 
Albuquerque market. Prudential is a relatively new entrant into the PPO 
market. 

Only one of the six managed care plans is owned locally: Presbyterian 
Health System owns HealthPlus, a for-profit subsidiary of the non-profit hos- 
pital-based system. The rest of the plans are owned by out-of-state companies. 
Lovelace was bought by CIGNA in 1990. FHP is a California-based corpo- 
ration that has been expanding throughout the Southwest.? Qual-Med is 
owned by publicly traded Health Systems International, which will soon 
merge with WellPoint, the Blue Cross HMO of California. The state’s Blue 
Cross and Blue Shield plan—which is part of Rocky Mountain Blues Health 
Care, a holding company based in Colorado—is about to convert from non- 
profit to for-profit status. 

To attract and retain enrollees, health plans often cut premium prices 
offered to large accounts. To operate with lower revenues, plans attempt to 
cut members’ monthly costs in a variety of ways. For example, plans some- 
times renegotiate contracts with physicians to reduce payments or salaries. 
Some health plans are developing more stringent methods of utilization 
review’and close monitoring of physicians. One health plan is downsizing its 





‘Its national office has recently announced that it will spin off the staff-model HMOs into 
medical groups managed by a subsidiary known as Comprecare. 


specialty physician staff, and several are seeking to “right-size” their primary 
care physician (PCP)/specialist ratio by encouraging specialists to assist in 
primary care. Some plans are trying to cut administrative overhead. 

Health plans do not appear to be pressuring hospitals to reduce capacity, 
perhaps because fee-for-service payments from Medicare and Medicaid still 
bring in substantial revenue to their wholly owned or closely affiliated hos- 
pitals. But several health plan executives predicted that, in the long term, 
they would have to reduce hospital days per 1,000 members from the current 
average of 250 (not including Medicare) to below 200. 

Greater risk-sharing with network providers has become a health plan 
strategy to contain costs. Currently, most health plans pay providers through 
a variety of negotiated fee arrangements, primarily discounted fee-for-service 
or per diem rates. These plans are beginning to explore capitated payments to 
providers, but they have not pursued it aggressively partly because there are 
fewer large physician groups that have the capacity to assume risk. Capitation 
would involve greater profit-sharing with the physicians, something now held 
almost solely by the health plan/hospital. 

Health plans are also attempting to bolster their physician networks. Blue 
Cross and Blue Shield, one of the independent health plans, is pursuing a 
possible alliance with a new IPA and has been discussing a more exclusive 
contract with one of the health systems. HealthPlus is trying to secure more 
“exclusive contracts” with its affiliated physician groups. Even health plans 
with salaried (Lovelace) or closely aligned physicians (FHP) are trying to 
broaden their physician networks so they can offer commercial POS plans 
outside the Albuquerque area. 

Health plans are developing new products to increase market share. 
Managed care organizations are developing POS products to respond to the 
demands of employers. They have also moved into the profitable Medicare 
risk market. FHP has the largest Medicare enrollment among the five HMOs; 
about half of its business is currently in Medicare risk contracts, with a zero- 
supplemental product that includes prescription medications. Lovelace 
developed a Medicare risk product to serve members of its plan when they 
reach age 65. 

While all managed care plans have a reputation for good quality of care, 
each is seeking to be the leader in this area. FHP is the first National 
Committee for Quality Assurance (NCQA) accredited plan in New Mexico; 
other plans are in the process of seeking NCQA accreditation. Lovelace is 
instituting an “expanded medical management model” to replace Total 
Quality Management (TQM) programs, clinical practice guidelines, and 





3INCQA accreditation for one year only; another review is scheduled for October 1995. 
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“caremaps.” The new model will target the diseases that account for the 
majority of costs and apply practice guidelines across the continuum of care. 
Lovelace will also seek to manage the health risks of all enrollees by assigning 
a recently-created group of case managers to work closely with physicians of 
high-risk patients. In the future, physicians’ capitation rates and panel sizes 
may be risk-adjusted. 


Providers 


Competing providers have more influence on market dynamics than pur- 
chasers or insurers. Hospital-based provider systems have maintained control 
of the market by sponsoring or co-opting health plans to increase patient 
enrollment, hospital revenues, and system market share. They also control 
the physicians, specialty providers, and other providers. Some independent 
physicians are trying to gain more control by forming IPAs and merging 
practices, but their influence on the major hospital-based providers is minimal 
so far. 

In the Albuquerque market, the power of providers compared to that of 
the insurers is significant. Three of the four major hospital-based systems own 
their own health plan or are closely aligned with one through a principal con- 
tractual arrangement (the only exception is the University Hospital). This 
creates a vertically integrated market structure. The hospitals (in one case, 
the multi-specialty group practice) dominate each system; referrals are bol- 
stered by hospital ownership of physician practices and satellite clinics. 

The Lovelace Health System includes a hospital, a satellite clinic system, a 
health plan, and a multi-specialty group practice of more than 300 physicians 
(80 percent of whom are salaried). It is the only for-profit health system in 
the market. Presbyterian Health System owns 2 hospitals in Albuquerque; 
owns or manages 6 rural facilities; and owns the HealthPlus health plan, a 
multi-specialty center, and 11 managed care physician practices. 

St. Joseph’s Health System, part of the Sisters of Charity Health System, 
owns three hospitals and a rehabilitation hospital in Albuquerque and con- 
tracts with the FHP health plan. It directly employs 30 physicians. Its sub- 
sidiary, MEDNET, is a physician practice management company that services 
500 physicians in numerous specialties. The University Hospital is the main 
facility at the University of New Mexico. The UNM School of Medicine has 
a faculty of 400 physicians and 350 residents. The staff is organized under the 
faculty practice plan. 


Hospitals 

Albuquerque hospitals are subject to nationwide trends of rising costs and 
declining lengths of stay. In response to these trends, Albuquerque’s major 
hospital systems have bought or become aligned with health plans to ensure a 


sustained patient base. They are also creating strategic alliances with other 
hospital-based systems and managed care plans, developing closer relation- 
ships with physicians, expanding specialized services and networks of clinics, 
and improving the delivery of care. 

Seven of Albuquerque’s 17 hospitals are non-federal acute care facilities 
that are all affiliated with one of four major health systems.* The University 
Hospital serves as a primary teaching hospital for the UNM School of 
Medicine, as the major tertiary care center for the state, and as the 
county/public hospital providing a greater portion of care for indigent popula- 
tions. 

After several years of trying to become one-stop shopping centers, 
Albuquerque hospitals are developing strategic alliances with other provider 
systems to deliver specialty services and referrals. For example, the University 
Hospital is developing partnerships with the other systems to provide trauma 
and tertiary cancer care or neurosurgery.’ It has established a residency 
training program with Lovelace and serves as a referral source for cardio-tho- 
racic and neurosurgery specialties. The University Hospital is also trying to 
develop closer referral relationships with rural hospitals around the state, by 
helping struggling rural hospitals with management challenges, providing 
locum tenens ( i.e., holding a place),° and helping recruit doctors from the 
UNM School of Medicine. 

At the same time, hospital-based systems are seeking more limited or 
exclusive affiliations with physician groups to ensure a steady flow of referrals 
and to maintain their leverage with health plans. Some of the systems have 
increased starting salaries for PCPs; others are offering a full range of risk- 
sharing arrangements and management services to attract PCPs. One hospital 
is trying to build exclusive relationships by asking physicians to sign “single 
signature contracts,” which would authorize the health system to negotiate for 
their services with any health plan or PPO. Another hospital offers physicians 
affiliation options including total ownership, management service contracts, 
risk-sharing agreements, and other options, depending on physicians’ needs. 





‘The rest are specialized centers (psychiatric or rehabilitation) or federal institutions (Kirtland 
Air Force Base/VA, Indian Health Service). Independent hospitals include a Columbia/HCA 
psychiatric facility and a Charter Psychiatric facility that have entered into a joint venture. They 
also include Memorial Hospital, a private, for-profit psychiatric facility, and a HealthSouth reha- 
bilitation hospital. 

‘The University Hospital’s efforts have been aided in part by a provision in the UNM employee 
health benefits contract that requires all participating health plans to contract with the 
University Hospital. 

‘This term refers to arrangements that temporarily replace physicians who are on vacation, fill 
slots that are temporarily vacant, or supplement heavy seasonal workloads in some hospitals. 
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Hospital systems are also attempting to improve efficiency and reduce 
excess capacity. Some of the hospitals are reorganizing and reducing staff. 
One hospital converted an inpatient center to an administrative facility two 
years ago and has tried to transfer surgical services to outpatient settings. 
All of the systems are exploring collaborative strategies to share services and 
equipment. Several systems are paying more attention to home care, and 
many observers expect hospitals to convert more of their excess beds to long- 
term care use in the future. Although there has been a slow-down in dupli- 
cation of high-tech equipment and services, this trend has not stopped com- 
pletely; one hospital system recently added more beds and built a cardiac 
facility. 


Physicians 

As provider systems have assimilated physicians into their networks and as 
managed care has grown, the physician sector has been subject to declining 
incomes and loss of clinical autonomy. Many physicians not already part of 
one of the hospitals or health plans are forming IPAs and merging practices. 
Their influence remains limited, however, largely because of physician over- 
supply and the tendency for physicians to join one of the hospital-based 
systems or health plans. 

Albuquerque is experiencing an oversupply of physicians. In 1980, there 
were 266 physicians per 100,000 residents in Albuquerque; by 1993, the 
number had risen to 359 per 100,000. The percentage of specialists in the 
market among all physicians is also higher (70 percent) than the U.S. average 
(60 percent).’ For physicians not affiliated with Lovelace or UPA, there are 
few large medical group practices. One notable exception is the New Mexico 
Medical Group, which was formed eight years ago and now includes 40 physi- 
cians and represents 18 specialties in 29 separate care centers. The group 
negotiates contracts with HMOs; jointly operates lab, x-ray, and home health 
ventures; and performs quality assurance functions. Although primary care 
doctors’ incomes are reported to be rising, specialists have felt the brunt of 
the decline in reimbursement over the past few years. Managed care plans 
tend to negotiate for higher discounts at each contract renewal. Along with 
strict use management by several health plans and other intrusions into 
clinical decision-making, the strain on physicians has clearly increased. 

Recently, a few specialty groups have formed to negotiate with health 
plans directly. For instance, 22 of the state’s top heart surgeons and cardiolo- 
gists in competing practices recently created the New Mexico Heart Institute. 





"This information comes from Area Resource File figures for 1992. It is unclear, however, whether 
the physicians per 100,000 figures for Albuquerque represent only active physicians or if they also 
include residents and federal government employees. If the latter is true, the region’s VA, DoD, 
and university residents would inflate the figure. 


The Eye Associates of New Mexico represents a recent merger of 24 ophthal- 
mologists. At the end of 1994, a new group of 160 physicians (40 primary 
care and 120 specialists) formed a physician-owned and controlled Physicians 
Healthcare Initiative IPA to negotiate with several different health plans 
directly. Not all of these mergers have been financially successful. Some 
observers believe that the newer groups are also subject to failure, especially if 
they are unwilling to change clinical practice patterns to effectively manage 
costs. 

At this point, observers are unsure if the groups will try to negotiate con- 
tracts directly with purchasers. A group of psychiatrists and psychologists con- 
tracts for “carve-out” mental health benefits with certain large employers on a 
discounted fee-for-service basis, but none of the other groups has negotiated 
direct contracts. 


Safety Net Providers 

The major provider of ambulatory care to uninsured people, the Albuquerque 
Family Health Center, is competing more aggressively with the provider 
systems to provide services to Medicaid and low-income patients. The Center 
is a federally funded 330-physician clinic located in predominantly Hispanic 
South Valley and other neighborhoods. The UNM developed the Center in 
the 1970s, and it spun off shortly thereafter. The Center has improved and 
expanded its facilities and hired many new health care professionals. It served 
more than 36,000 patients at seven clinic locations in 1994. 

As the largest community-based primary care provider, the Albuquerque 
Family Health Center has been trying to strengthen its internal systems and 
position itself to compete more effectively. In the late 1980s, the Center went 
through a period of financial and management difficulty. However, under the 
leadership of a new executive director, the Center has regained its status as an 
important ambulatory care provider. It recently improved the physical plant 
at its main clinic and instituted a continuous quality improvement (CQI) 
system and a new management information system (MIS). The Center is also 
trying to strengthen its relationship with University Hospital since many of 
its patients use the hospital’s emergency room and inpatient facilities. The 
goal is for the Center’s physicians to obtain admitting privileges at the 
University Hospital and participate in a collaborative practice model. 

The Center faces competition from private health systems, two of which 
built new clinics near the Center’s sites in the South Valley to serve Medicaid 
patients more effectively. In response, the Center is building a new site in the 
affluent North Valley and plans to expand two of its other sites. The Center is 
also seeking partnerships with managed care plans to serve Medicaid and 
other low-income patients enrolled in those plans. As part of its strategy, it 
recently renamed itself First Choice and is trying to capitalize on its primary 
advantage: PCP capacity. The Center recently negotiated a contract to par- 
ticipate in one health plan’s PCN. 
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Consumers 


Market changes in Albuquerque have different effects on individual con- 
sumers, depending on whether they work for large or small employers, 
whether they are part of a union, whether they are insured or uninsured, and 
whether they are enrolled in a managed care plan or not. 

Albuquerque’s public employees and private employees at large firms have 
several choices of managed care and indemnity plans that require minimal 
cost-sharing. Their choices appear to be increasing and might include a more 
flexible POS plan. Out-of-pocket costs do not increase unless patients use 
out-of-plan providers. Union representation helps maintain relatively gen- 
erous benefits and employer premium contribution levels. Employers also 
believe they must maintain high benefits to retain non-union, highly edu- 
cated workers. 

The majority of workers in Albuquerque, who work for small companies, 
have more difficulty obtaining health insurance, have more limited choices, 
and probably have greater out-of-pocket premium-sharing costs. Consumer 
representatives report that plans offered by small companies are cutting ben- 
efits or requiring greater employee cost-sharing. And because Chambers of 
Commerce frequently change carriers, participating employers must often 
switch health plans. This sometimes means that employees must change their 
physicians. While there is optimism about the new Health Insurance Alliance 
offering affordable coverage to some workers in small firms for the first time, 
premiums will probably still be too high for some low-income workers, partic- 
ularly single women with children. 

Albuquerque’s uninsured rate is higher than the national rate. While 
Medicaid eligibility expansions for children promise to increase their coverage 
in the next few years, low-income uninsured adults have few options for 
obtaining affordable coverage. The uninsured may receive low-cost or free 
care at the University Hospital and the Albuquerque Family Health Center. 
Other hospitals report serving uninsured people, but their numbers are much 
lower than at the University Hospital. 

The increasingly competitive nature of the Albuquerque health system has 
put pressure on the University Hospital and the Family Health Center. This 
competition threatens their ability to serve the uninsured and provide appro- 
priate access and quality. For example, the University Hospital receives $23 
to $25 million annually from the county mill levy (tax). This does not cover 
the estimated cost of $60 million for indigent and charity care. As the gap 
widens, some consumers report that the hospital discharges some uninsured 
patients, such as homeless people, earlier than is medically safe. 

Furthermore, as the University Hospital strives to become more compet- 
itive, other Albuquerque hospitals have begun to question the equity of the 
county funds being limited to the University Hospital. For the moment, the 
University Hospital’s $7 million in Medicaid disproportionate share hospital 
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(DSH) funds from the state, which represents about 90 percent of total state 
DSH funds, is committed, but it is not clear whether the state will protect 
this allocation when it shifts to capitated managed care next year. 

Volunteer organizations, such as Health Care for the Homeless, also 
provide outpatient care to special populations. The local health department is 
a field office of the state health department that offers public and personal 
health services but does not provide primary care. The Indian Health Service, 
located adjacent to the University Hospital, treats large numbers of Native 
Americans from Albuquerque and the state and contracts with the hospital 
for specialized services. 

Consumers enrolled in managed care express concern about access to and 
quality of care provided by these organizations. It often takes months for 
patients to get routine appointments; physicians spend only limited time with 
patients; and some primary care physicians are not willing to take new 
patients. Advocates for seniors report that some elderly people in Medicare 
risk contracts have so much difficulty getting appointments that they go to a 
non-plan physician and pay out-of-pocket expenses just to be seen. Advocates 
also report that seniors still medically at risk are discharged early from hos- 
pitals without adequate home care. Some physicians leave HMOs out of frus- 
tration with plans’ control of clinical decisions. Additionally, managed care 
enrollees report being more confused about their choices among plans and 
providers and believe they need more information and education about their 
alternatives. 


Future Developments 


Although the Albuquerque market is currently stable, anticipated changes 
over the next few years could eventually shift the balance of power from the 
provider-based systems. Many observers believe that the market is simply not 
large enough to sustain all the current participants. 

Some have predicted that in the insurance/health plan sector, plans might 
merge or close. A small PPO might evolve into a market leader if the pref- 
erence for POS plans becomes even stronger. One of the independent health 
plans could secure large enough market share to break the equilibrium, espe- 
cially if several large purchasers switch their health benefit contracts to the 
lowest-cost health plan in response to rising premium rates. 

In the hospital sector, any one of the four health systems could fail, be 
sold, or be merged with another if one of the provider-sponsored health plans 
loses substantial market share. The University Hospital and the Albuquerque 
Family Health Center, as they encounter increased competition from other 
systems to establish Medicaid managed care systems, may be particularly vul- 
nerable. Both have made important headway in positioning, but neither has 
faced a real test of its ability to contract with or establish a Medicaid 
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managed care plan. Some are concerned about the future of the University 
Hospital and the likelihood that a state as small as New Mexico can afford to 
maintain a medical school. 

Furthermore, federal budget cuts that force the closure of Kirtland Air 
Force Base or downsizing at Sandia and Los Alamos Laboratories (funded by 
the Department of Energy) would also affect the health care system. Layoffs 
at either or both of these facilities would harm the local economy, including 
the health care system. 

Even if none of these developments occurs, there is considerable pessimism 
about the future. There are a few areas of hope—access to community-based 
mental health services should improve, for example, due to changes in the 
state’s funding system. But consumer advocates, hospital administrators, and 
state officials agree that the population growth has leveled off and the market 
has little potential for growth; that the market has lost its “edge” as one of 
the more advanced and competitive managed care markets; that overall 
measures of the health status of the population remain poor; and that signif- 
icant harm might result from government program cuts in Medicare, 
Medicaid, and other areas because of the large numbers of elderly and low- 
income individuals. 
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daily—indeed, one merger dissolved and three of the area’s top managers left 
key jobs in the course of this short review. 

The dominance of Boston’s academic medical centers—which insulated 
the market from change in the past—is also evident in new hospital and 
health system alliances. The new Mass. General-Brigham and Women’s 
parent company, Partners Healthcare System, inspired other hospitals affil- 
iated with Harvard, Tufts, and Boston University medical schools to seek 
their own partners. A possible New England Medical Center-Deaconess 
Medical Center merger has, according to recent newspaper reports, evapo- 
rated, leading to renewed talks among Deaconess, Beth Israel, and Children’s 
hospitals. Two of the city’s other major institutions, Boston City and Boston 
University hospitals, are also in merger negotiations. 

Physicians and community clinics are pursuing horizontal and vertical con- 
solidations. The Partners system has spawned a regional network governed 
largely by physicians, while other hospitals, such as Beth Israel and 
Cambridge, have created medical service organizations to contract with or 
employ providers. Significantly, hospitals and health plans are courting 
Boston’s CHCs to bolster referral bases and compete for Medicaid managed 
care clients. The Lahey Hitchcock Health Care Network (a merger of large 
medical clinics in Massachusetts and New Hampshire) and the Massachusetts 
Alliance of Physicians are examples of physician-driven consolidations. 
Interviewees are not certain whether these consolidations will lead to the 
complete integration of service delivery and insurance functions. 

Growth and more aggressive cost management are the bywords among 
health plans. The sentinel event was the merger of Harvard Community 
Health Plan (HCHP) with Pilgrim Health Care in fall 1994. The new 
organization has nearly one million enrollees, enough to rival Blue Cross’s 
2.1 million members. Harvard also shook the Boston area health system in 
1994 when it moved all of its pediatric care from Mass. General to Children’s 
Hospital. Blue Cross, in turn, is seeking a preferred alliance with Partners. 
Tufts Associated Health Plan’s fully capitated Secure Horizons Medicare risk 
plan is expected to spur more extensive risk sharing by providers throughout 
the market. Some observers predict that the dominant, not-for-profit HMOs 
will become for-profits to obtain capital for further expansion. 

Employers have not played an active role in shaping the health system, 
possibly because of the decline of large manufacturers in favor of smaller 
service firms. A few large businesses have tried innovative strategies, such as 
General Electric’s drive to “co-manage” care through sole-source HMO con- 
tracts, but most have conservative purchasing policies. However, the for- 
mation in 1993 of the Massachusetts Healthcare Purchasing Group (which 
has issued public “challenges” to health plans to hold down premium 
increases) portends a greater influence of the employer community over the 
future of the health system. 


The snapshot of the Boston market shows everyone holding their breath, 
waiting to see whose merger marriage will succeed and whose will fail, which 
academic medical center will close, which HMO will turn for-profit, and what 
state and federal policies will mean for teaching and research programs, and 
other health care providers. 


Community and Health System Background 
Demographics and the Economy 


The Boston market comprises primarily five counties (Essex, Plymouth, 
Suffolk, Middlesex, and Norfolk) and had a population of 3,764,000 in 1992. 
Expanding health service areas add another 700,000 people to the market 
from northern Rhode Island, southern New Hampshire (where low taxes 
attract commuters), and southern Maine. After small gains during the 1980s, 
the Boston Metropolitan area lost 0.3 percent of its residents between 1990 
and 1992. About one-eighth of the region’s population is age 65 or over, 
slightly higher than the national average. African Americans make up about 
6 percent of the market population, compared with 12 percent nationally; 
however, nearly 24 percent of Suffolk County (in which Boston lies) is 
African American. The Boston area also is home to a sizeable Hispanic popu- 
lation and new immigrants from Southeast Asia. 

The Massachusetts economy as a whole is relatively healthy, having 
recovered from a recession in the late 1980s. During that period, service 
enterprises replaced manufacturing as the mainstays of the Boston area 
economy; the economic base is also changing from large corporations to 
smaller firms. The state added about 60,000 jobs between 1994 and 1995, a 
2.1 percent growth rate. Statewide unemployment in May 1995 was 5.0 
percent, third lowest among the 11 largest industrial states. The Boston 
market’s civilian unemployment rate was 8.2 percent in 1991, compared with 
national rates of 5.5 percent (1990) and 7.4 percent (1992). About 8.5 
percent of the area’s population had an income below the federal poverty 
level in 1990, compared with the U.S. rate of 13.5 percent (1990). 


Health System History 


The health system in Boston has long been known as a locus of high-quality 
care, the reputation of its medical institutions on par with others such as the 
Mayo Clinic. Central to this reputation are the area’s three medical schools 
and five academic medical centers, which led to a system heavily oriented 
toward high-tech, specialty care. The high quality was matched by high costs 
and use rates. For example, in 1992, adjusted expenses per admission and 
expenses per inpatient day in Massachusetts were higher than the national 


Boston A 3 








4 A Boston 


average by 18 percent and 23 percent, respectively. Medicare inpatient use 
was 2,200 days/1,000 people age 65 and over, nearly twice the rates in some 
West Coast markets. 

Managed care also has a long history in Boston, beginning in 1969 with 
the formation of HCHP, one of the nation’s oldest staff model HMOs. Large 
employers tended to offer HCHP—which moved to a mixed model in the 
1980s with the addition of some nonsalaried physician groups—along with 
more traditional indemnity products, giving many area residents experience 
with the restrictions inherent in managed care. However, significant growth 
in HMO enrollment did not begin until the 1980s. 

The more recent shift to managed care has been an important factor in 
hospital consolidations statewide. Since 1985, 19 hospitals in Massachusetts 
have closed, while 12 others have merged, 10 have been acquired, and 29 
corporate or contractual affiliations have taken place. Most of this consoli- 
dation activity has occurred since 1992. 

Another side of Boston’s health care history is the strong network of 
CHCs and city government. The first neighborhood clinic was created 
through the federal Office of Economic Opportunity in the mid-1960s. Now 
consisting of 25 clinics, the network was developed with the financial and 
political support of the city’s Health and Hospital Corporation, which 
operates the public health agency and Boston City Hospital. CHCs evolved 
with different levels of autonomy and affiliation: 14 are free-standing, 4 are 
licensed through Boston City Hospital, and 7 are licensed through private 
teaching hospitals. Traditionally, the clinics have been viewed as unique 
safety net providers whose primary affiliation was with, and whose primary 
clientele were from, the neighborhoods in which they operated. 


Health System Changes 
Public Policymakers 


Public policy has strongly influenced the shape of Boston’s health system, and 
recent policy changes—primarily up to 1992—have enabled the current drive 
toward horizontal and vertical consolidation and managed care. By and large, 
the generous hospital rates were set by the state-supported institutions 
regardless of their cost structure. The regulatory framework provided enough 
financial security to enable hospitals to initiate services already available in 
the community and add new beds despite an existing oversupply. The result is 
a market with 11,000 staffed hospital beds—4,000 to 5,000 too many, 
according to many interviewees. 

Hospital regulation also provided some impetus for the growth of HMOs in 
Boston and statewide. The law prohibited insurers, but not HMOs, from 


negotiating rates with hospitals. HMOs could therefore obtain more favorable 
reimbursement agreements and, hence, offer purchasers better deals. This 
special status of HMOs helped the Boston area attain one of the highest 
managed care penetration rates in the country, more than 50 percent today. 

The 1988 Health Security Act—former Governor Michael Dukakis’s 
employer “pay-or-play” universal coverage law—was the first step in deregu- 
lating the hospital industry by removing caps on inpatient revenue.' The act 
gave hospitals greater ability to expand patient volumes. According to many 
interviewees, this policy shift prompted huge increases in net hospital rev- 
enues and led to numerous capital projects and large reserves. 

The second policy shift came in December 1991, when the legislature 


backed a market-oriented approach to health system reform with Chapter 
495. The law did the following: 


¢ Repealed hospital rate control. Repeal was pushed by Governor William 
Weld and supported by the state hospital association (the large business 
community was ambivalent about this change and did not support it). The 


law allows hospitals to compete on price with any health plan or purchaser. 


e Created a reinsurance pool. 


e Revised insurance regulations by mandating guaranteed issue and renewal 
of small group policies and capping rate variations at 200 percent of the 
lowest premium in each rating class (classes are based on age, sex, industry, 
and group size only). 


Numerous interviewees also said the national debate over the Clinton health 
plan fueled local competition by focusing attention on efficiency, financial 
stability, and market share. 

In December 1994, lawmakers postponed the employer pay-or-play 
mandate until 1996 and created a special commission to study methods of 
achieving universal coverage. The employer mandate had already been made 
moot by the shift in state policy emphasis from regulation to competition and 
by Congress’s inaction on health reform. 

Public policy in Massachusetts also reflects a strong commitment to access 
for low-income and other disenfranchised people. The Free Care Pool, 
created in 1985 and financed by a surcharge on private-pay hospital bills, pays 
hospitals for the care of uninsured patients. CHCs affiliated with some hos- 





“Pay-or-play” is a model of employment-based health reform in which government (either state 
or federal) levies a tax on employers (“pay”), but provides tax-credits to employers who provide 
health coverage to their employees (“play”). 
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pitals were able to tap into the pool to finance some of their nonhospital ser- 
vices. The 1988 reform law Health Security Act capped employer contribu- 
tions to the pool, leaving it with $330 million for 1993. While Governor 
Weld shifted the orientation of state health policy from regulation to a 
market focus, thus raising concerns among advocates of low-income con- 
sumers, many advocates also noted that Weld appears to have sustained state 
support for safety net providers. 

The state’s commitment to access is also revealed in Community Benefits 
Guidelines for Nonprofit Acute Care Hospitals, issued by the state attorney 
general in June 1994. The voluntary guidelines—one of the few attempts by 
states to set such standards—are intended to “encourage nonprofit hospitals, 
in partnership with their communities, to make resource commitments con- 
sistent with their individual institutional strengths and with formally assessed 
needs of their community.” While the document allows each hospital, with its 
community, to decide how to measure community benefits, it suggests the use 
of quantitative standards, such as percent of operating expenses spent on 
charity care. The attorney general’s office, concerned about the effects of 
growing competition, is in the process of developing similar guidelines for 


HMOs. 


Purchasers 


Boston’s public and private purchasers traditionally approached the health 
system conservatively; they did not want to risk “unraveling” the system for 
the sake of cost-cutting. The advent of a new coalition of purchasers marks a 
change in this approach and offers a vehicle for business and the state to 
cooperate in their efforts to seek better value. 


Employers and Employer Coalitions 

In 1993, 25 large private and public employers formed the Massachusetts 
Healthcare Purchasing Group (MHPG). This event signaled a change from 
business’s conservative approach to purchasing employee benefits, an 
approach that reflected both strong support for the reputedly high-quality 
health system and a tendency for business to identify with the local hospital 
rather than networks or systems. MHPG members include Medicaid and the 
state employees insurance program, and its purpose is to promote value pur- 
chasing through collective pressure on health plans and providers. The 
impact of its actions is as yet unclear. 

The group’s highest profile effort has been an annual challenge to insurers 
and managed care plans to keep premium increases below a certain ceiling. In 
its first year, the ceiling was the inflation rate plus 3 percent; actual increases 
(including inflation) that year averaged 8 percent (compared with 17 percent 
in 1990), which fell within the limit, according to a representative of MHPG. 
Average premium growth of 3.4 percent was also within the 1994 limit. The 


group then challenged plans to hold premiums steady in 1995, and some 
interviewees predict this goal will be met as well. The 1996 challenge is a 
3 percent premium cut. 

In addition to the premium challenge, MHPG is developing the health 
plan report card for consumers based on HEDIS (Health Plan Employer Data 
and Information Set) and National Committee on Quality Assurance data. 
One report has been published. The group is also negotiating quality 
improvement goals with health plans on the basis of the report card. Some 
interviewees predicted that MHGP’s next initiative would be group pur- 
chasing. 

The formation of the purchasing group served notice to insurers and 
managed care plans that large employers would no longer be passive, but 
interviewees have mixed views of the group’s real effect on system costs and 
quality. Some health plan representatives suggested that MHPG’s premium 
challenges were too high—that HMOs were prepared to cut premium growth 
even more. These interviewees noted that the area’s large plans were already 
involved in the New England HEDIS Coalition and other efforts to improve 
and report data on quality. One MHPG member was skeptical about the 
group’s effectiveness, suggesting that slowed growth in premiums may have 
cut into hospital and HMO margins and physician salaries, but had not yet 
affected the practice of medicine. He said that any changes in premiums or 
quality may be part of a national wave rather than a result of the actions of 
employers. Most informants, however, agreed that, at the very least, the 
group’s existence signalled to insurers and providers that “someone was 
watching.” 


State and Local Government as Purchasers for Low-Income People 
Massachusetts is becoming a more aggressive purchaser, primarily through its 
Medicaid program. The state took a large step toward managed care through a 
1915(b) Medicaid waiver program, MassHealth Managed Care, implemented 
in 1992. The program serves 470,000 Medicaid recipients (mostly AFDC- 
eligible people) in managed care arrangements: 97,000 are enrolled in HMOs, 
and the remainder are in a primary care case management (PCCM) program 
called Primary Care Clinician Plan. The state recently hired Value Health 
Management to oversee the clinician plan, which operates like an inde- 
pendent practice association (IPA) through contracts with 3,000 physicians 
statewide. All hospitals in the Boston market participate in this plan. 
Medicaid has introduced geographical restrictions on PCCM enrollees in a 
reportedly successful attempt to reduce patient flow from surrounding commu- 
nities to the large and expensive tertiary hospitals in Boston. 

For HMO coverage, the state Medicaid agency issues requests-for-proposals 
by region. Capitation payments are case-mix adjusted, so health plans in 
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Boston tend to receive higher rates. The Neighborhood Health Plan—an 
HMO owned by CHCs and the area’s largest Medicaid managed care con- 
tractor—and HCHP have by far the largest Medicaid enrollment in the 
Boston area, where recent negotiations led to a 10 percent premium cut. The 
state is requiring quality and outcome goals in these contracts. The state also 
holds semiannual meetings with each health plan to review progress toward 
the goals. The focus on quality received mixed reviews from interviewees; in 
particular, some HMOs view the effort as unproductive micromanagement. 

The state’s approach to financing care for low-income people may change 
dramatically with a new Medicaid 1115 demonstration waiver, approved by 
the federal government in April 1995. MassHealth seeks to expand health 
insurance coverage without raising taxes or mandating employer coverage. 
The program is designed to combine or coordinate many existing Medicaid 
and state-only funded programs, and to subsidize coverage for new popula- 
tions as follows: 


® Medicaid expansions provide coverage to children younger than 18 
and their parents to 133 percent of the federal poverty level, and to 
185 percent for pregnant women and infants. The expansion includes 
long-term unemployed people without children. 


¢ The Insurance Reimbursement Program provides tax credits to low-income 
workers and their employers for purchase of a basic benefits package. 


e The Medical Security Plan subsidizes benefits for short-term unemployed 
individuals with an income below 400 percent of the federal poverty level. 


MassHealth is expected to cover 350,000 people through managed care 
arrangements, about half of the state’s uninsured population, recently esti- 
mated at 12 percent in 1993. Governor Weld’s proposed authorizing legis- 
lation, which would repeal the employer pay-or-play statute, finances the 
program with two-thirds ($231 million) of the Free Care Pool, dispropor- 
tionate share hospital funds (the waiver requires some continued funding for 
the Cambridge Hospital and Boston City Hospital), savings from managed 
care, and existing appropriations. Hospitals, CHCs, and consumer advocates 
are especially fearful that many patients will remain uninsured, despite the 
waiver’s eligibility expansion, and that their care will be jeopardized with the 
reduction of the pool. Democratic legislators have introduced competing 
implementation legislation that would use less of the Free Care Pool. 


eee ae eee 


Insurers and Health Plans 


As managed care in Boston rapidly expands, its nature is also changing dra- 
matically. As in markets such as Portland and Seattle, Boston’s long history 
with managed care evolved from the old staff model HMOs. HMO 
enrollment increased steadily but slowly until the 1980s; growth picked up in 
the late 1980s after changes were made to hospital rate regulations. Plans also 
grew by signing up as many providers as possible, an alternative model to the 
closed-panel HCHP. By the early 1990s, nearly 50 percent of the state’s 
insured population was served by managed care, one of the highest rates in 
the country. However, until recently most area plans functioned more like 
PPOs: care was managed only modestly, and providers were seldom paid on a 
capitated basis; “managed care in drag” was the term used by many inter- 
viewees. 

The case of Bay State Health Care exemplifies both the origins and future 
of the Boston market. Bay State was a physician-controlled IPA that had con- 
tracts with nearly every provider in its service area and little utilization 
control. Its broad choice of providers forced other health plans to broaden 
their provider lists to avoid losing market share. According to some inter- 
viewees, this dynamic furthered the lack of care management (e.g., relatively 
unrestricted provider panels, few financial incentives for providers) by health 
plans in the region. These observers identified Bay State’s looseness as the 
reason the health plan came close to bankruptcy. In 1992, the state brokered 
the sale of Bay State to HMO Blue (owned by Blue Cross), which then cut 
provider payments and restricted the list of participating providers. 

Many of the area’s major health plans are similarly seeking greater market 
share through regionalization, mergers, and acquisitions. HCHP has grown 
quickly with two recent consolidations, both of which extended its service 
area into neighboring states: Matthew Thornton, New Hampshire’s oldest 
managed care plan, agreed to merge with HCHP in 1994, and in 1995, 
HCHP merged with Pilgrim Health Care, a fast-growing IPA (with a PPO 
option), to form Harvard Pilgrim Health Care. In August 1995, Blue Cross 
announced an alliance with Blue Cross plans in the five other New England 
states to develop and market uniform products to multistate, self-funded 
employers. Neighborhood Health Plan has developed an HMO for clinics in 
Rhode Island. 

Boston area managed care plans are using more rigorous tactics for man- 
aging care in addition to offering a greater variety of products and provider 
choice. Tufts Associated Health Plan (TAHP) has explicitly avoided merger- 
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fueled growth in favor of expansion through new products. Tufts developed 
the area’s first point-of-service product in 1986, which now covers 25 percent 
of the plan’s 400,000 enrollees. Many interviewees identified Tufts’ Secure 
Horizons (a franchised Medicare risk plan first offered in 1994) as “the wedge 
into [true] capitation,” the first plan in which primary care physicians are in 
control. One observer believes that by making the primary care physician the 
resource manager (i.e., decision maker over specialty and inpatient care), 
Secure Horizons could change the insurance market overnight.’ “Bedded out- 
patients” is a new care management strategy in which very intensive care is 
provided in order to discharge a patient in less than 24 hours. For example, 
Tufts reportedly pays one hospital 50 percent less for a bedded outpatient 
than for previous inpatient care for the same diagnosis. 

Harvard Pilgrim is deliberately moving beyond its traditional staff model 
HMO, which has 400,000 enrollees, to offer more choices to purchasers. 

In fact, most enrollees of Harvard Pilgrim are in large medical groups 
(200,000) or the Pilgrim IPA plan (400,000). The plan serves self-funded 
employers and also has Medicaid managed care contracts in two states, and 
Medicare risk, cost, and supplemental products. 

Blue Cross’s primary strategy to secure its dominance—it insures 2.1 mil- 
lion of the state’s 5.8 million residents—is stronger care management and 
service orientation. The plan’s new leadership is focusing on “control of the 
desktop” in physician offices through a uniform, computer-based information 
system and a standardized quality assurance process. Greater emphasis is being 
placed on customer service and on performance-based evaluation and com- 
pensation at all levels of the organization. 

Health plans are also moving to secure their primary care bases as a means 
to maintain or gain market share. Blue Cross has created Physician Partners 
of New England to develop, acquire, and affiliate with primary care practices. 
Harvard Pilgrim has a joint venture with the Lahey Clinic to develop and 
acquire primary care physician practices, and it has actively sought and mar- 
keted affiliations with Boston area community clinics. 


Providers 


Boston providers of all types are consolidating vertically and horizontally at 
breakneck speed. In most cases, these efforts are resulting in regional net- 
works, although consolidations are sometimes designed to shore up very 
community-specific market shares. 





*With the exception of Secure Horizons, Harvard Pilgrim medical staff and groups, and some 
groups associated with Lahey Hitchcock, most Boston area physicians have been paid discounted 
or negotiated fees, with little financial risk or efficiency incentives. Hospitals are usually paid per 
case or per diem rates. 


Hospitals 

The Boston hospital community is highly fragmented, but a flurry of negotia- 
tions could lead to as few as three major systems. All interviewees said the 
Massachusetts General-Brigham and Women’s alliance was the destabilizing 
event in the Boston market that led to a “feeding frenzy” of merger negotia- 
tions and network development. Interestingly, the advent of this alliance was 
described by several observers as “serendipitous,” the product of offhand dis- 
cussions between two hospital executives. As a result, much skepticism was 
expressed about the wisdom—and staying power—of this and other arrange- 
ments perceived by some as being too quickly hatched or the product of fear 
rather than strategic thinking. 

While many interviewees questioned the rationale and purpose of the 
new Mass. General-Brigham and Women’s umbrella organization, Partners 
Healthcare System, its sheer size ($1.7 billion net operating revenue; 
$1.1 billion cash and investments; 1,800 inpatient beds) is viewed as a threat 
to other institutions. This threat, combined with high costs, too many beds, 
high use rates, and more active health plans and employers, is reportedly 
spurring significant staff downsizing and administrative restructuring of the 
hospital industry. 

More than simply a two-hospital parent company, Partners is the genesis of 
a network designed to serve fully one-third of the population of eastern 
Massachusetts. Partners Community Healthcare, established with the hos- 
pitals’ resources, is a separate not-for-profit organization with a 15-member, 
physician majority board (Partners representatives did not describe this entity 
as a traditional physician-hospital organization). The network will contract 
with managed care plans and provide services through at-risk regional systems 
centered around primary care physicians and their hospitals. 

In response to Partners, the other large medical school-affiliated hospitals’ 
have sought mergers or affiliations that could shore up inpatient referrals and 
position them as full-service networks for contracts with health plans and 
purchasers. 


¢ Deaconess Hospital, a Harvard-affiliated institution, created Pathway 
Health Network as an umbrella for its referral network alliance with New 
England Baptist and other Boston-area hospitals and their physicians. 


e Tufts-affiliated New England Medical Center (NEMC) signed a prelim- 
inary agreement with Pathway in early 1995 but ended the relationship in 
July. NEMC then announced it would renew discussions concerning 





{Unlike many medical schools, Harvard, Boston University, and Tufts do not own their academic 
medical centers. Thus, these institutions are able to act more independently than university- 
managed hospitals, though both types of arrangements are strongly influenced by the academic 
physicians who populate their medical staffs. 
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network development with Beth Israel Hospital (a Harvard teaching 
facility) and several community hospitals. 


e Boston University and Boston City hospitals are poised to merge as a not- 
for-profit medical center, pending legislative approval (the city endorsed 
the move in mid-1995). 


These mergers and other potential ones are spurred in part by health plans 
that are beginning to contract more selectively with hospitals. For example, 
Harvard Pilgrim moved its pediatric care to Children’s from Massachusetts 
General in 1994, a loss of 25 percent of the latter’s pediatric patients. That 
same year, Pilgrim dropped NEMC as a participating provider. These actions 
mark a dramatic change from the past when academic hospitals created a 
“brand name” presence that compelled insurers to include them. 

Beyond the “mega-mergers,” hospitals of all shapes and sizes are actively 
consolidating. The Cambridge Hospital, a major public facility that had been 
attempting to stay independent, announced in July 1995 a merger with neigh- 
boring Somerville Community Hospital. Two-thirds of hospitals responding to 
a 1994 Massachusetts Hospital Association survey said they were forming 
physician hospital organizations (PHOs) of some kind. Cambridge Hospital 
created a PHO that now employs 85 percent of its medical staff, while Beth 
Israel is employing new primary care physicians to practice in local neighbor- 
hoods; some interviewees observed that this strategy is often necessary to 
ward off “raids” on primary care physicians by larger hospitals or insurers. 
Other institutions without substantial cash resources, such as New England 
Medical Center, are developing an alternative model to physician 
employment or acquisition by forming a network that provides management 
support for independent medical practices. This model was explicitly 
described by one interviewee as a way of “making a virtue out of the lack of a 
war chest” by behaving less like a 500-bed hospital and more like a group 
practice with some beds. 

Interviewees expect the hospital system to be in flux for some time, as big 
changes have only begun. Capitated managed care is still only a small portion 
of inpatient business (e.g., 6 percent at Beth Israel), and hospital use has only 
just started to drop. Most observers said the major effect on hospitals— 
reductions in capacity and closures of as many as 50 percent of the market’s 
beds—is still on the horizon because “institutions don’t die easily.” One new 
factor that could speed up changes for Boston’s hospitals is the recent 
agreement in which for-profit Columbia HCA will purchase 530-bed 
MetroWest Medical Center in Natick and Framingham. 


Physicians 
Primary care physicians are highly valued in Boston’s changing market, while 
specialists are reported to be angry and apprehensive. Primary care physicians 


are being offered handsome prices for their practices and seats on network 
boards, while specialists are facing reduced income and loss of business. 
Although this shift in power is similar to that in other markets, it is more dra- 
matic in Boston because of the long history and high stature of academic 
medicine—specialists simply have farther to fall. A few interviewees are opti- 
mistic about the ability of physicians to adapt to a new world in which they 
will have to spend more time treating patients according to clinical guidelines 
and other managed care rules. However, most described the impending trans- 
formation of medicine in terms of trauma. 

Many physicians are responding to hospital-led networks, as discussed 
above, but a few physician groups are initiating networks to compete for 
market share. One of the largest examples is the Lahey Hitchcock Health 
Care Network, which was formed by the physician-owned Lahey Clinic. Its 
strategy is to serve a large geographic area—indeed, all of eastern 
Massachusetts—with primary care physicians and specialists, making it 
attractive to payers. Lahey has extended its service area by merging with 
Hitchcock Clinic in New Hampshire; employing clinicians in 13 multi- 
specialty practices; and developing a new, small hospital and outpatient 
facility on the North Shore. The extensive and multi-level network makes 
Lahey one of the most integrated systems in the Boston area, lacking only an 
insurance arm. To fill this hole, Lahey is seeking nonexclusive relationships 
with insurers, as in its joint venture with Harvard Pilgrim. (Lahey physicians 
may choose to be part of the health plan’s provider network—Lahey and 
Harvard physicians practice in each other’s clinics.) 

Specialists are also moving to consolidate, using strategies such as the cre- 
ation of one radiology and two ophthalmology networks. Interviewees iden- 
tified one multispecialty group, the Massachusetts Alliance of Physicians, Inc. 
(MAPI), as having the potential to be a major player in the Boston market. 
MAPI’s approach is to meld a primary care focus with physician control and 
vertical integration. The alliance was formed in 1992 by 180 physicians who 
capitalized a new, selectively chosen primary care group called Charles River 
Physicians. Charles River is not affiliated with any hospital; it receives capi- 
tation and purchases specialty services from MAPI. This arrangement was 
used by Partners Health System as a model for its planned physician-governed 
network, and Charles River is now part of the Partners system (the president 
of MAPI is a member of Charles River and sits on the Partners board). 


Safety Net Providers 

The forces causing upheaval among hospitals and health plans are creating 
new opportunities and dangers for Boston’s 25 community health centers. 
Historically, the clinics existed largely alongside, but apart from, the rest of 
the health system. Their patients were mostly low income, a clientele not 
often sought by private providers, and their financing came from public grants 
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and Medicaid, with little private insurance. Today, CHCs are viewed not only 
as safety net providers but also as attractive primary care providers that can 
bolster referrals and afford advantages to hospitals and health plans in the 
competition for a growing Medicaid managed care market. 

Evidence of new opportunities is apparent in two CHC-related networks. 
The Boston Health Network is being formed around the proposed Boston 
City Hospital-Boston University merger and includes seven community 
clinics. The network is designed to administer all managed care contracts for 
its participants. One estimate of the value of referrals for the hospitals is $20 
million. A number of interviewees indicated that this is not the only case in 
which CHCs are being courted with financial offers from hospitals in Boston. 

Another type of network involves CHCs and health plans. In addition to 
the Neighborhood Health Plan, whose mission is to serve as the clinics’ 
HMO, Harvard Pilgrim has added at least 12 CHCs to its provider network 
and is using this fact in high-visibility marketing to low-income and non- 
English-speaking people. According to one interviewee, a relationship with 
health plans offers CHCs access to quality improvement, data, and con- 
tinuing education infrastructures in addition to the private pay patient base. 

Several observers have warned that such opportunities also have a 
downside. The corollary of large cash offers from large hospitals to CHCs is 
heightened competition among CHCs for this money. One clinic represen- 
tative lamented the increased pressure to seek capital funds after a neigh- 
boring clinic moved to an attractive new building. Other interviewees cau- 
tioned that strong ties to neighborhoods could be weakened by managed care 
and by hospital pressures for exclusive referral agreements. For instance, local 
residents might abandon one CHC for another rather than be compelled to 
obtain their inpatient care at a hospital not of their own choosing. In 
addition, managed care capitation rates may not account for the wide range 
of services offered by most clinics, which emphasize a holistic approach to 
primary care (i.e., not just medical doctors), prevention, social services, and 
outreach (all of which were said to be highly valued by CHC patients). If this 
comprehensive array of services is eroded, CHCs may be caught between the 
heart and the purse string, risking the loss of special community status that 
has sustained them. 

Some CHCs are responding to these pressures by strengthening ties to the 
community and by increasing their attractiveness to patients. Boston’s diverse 
population has prompted clinics to develop strong multilingual capabilities; 
for example, staff at Uphams Corner speak six languages and therefore 
attract patients who speak these languages from as far away as Rhode Island. 
A number of clinics, including Uphams Corner and Codman Square, are 
working to become more patient friendly by expanding evening and weekend 
hours as well as the scope of services, and by providing nontraditional care 
(e.g., acupuncture, massage). Codman is also offering its facilities and 
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resources for community meetings and redoubling its historical efforts to 
improve community health. 

Some interviewees voiced concern over the disappearance of public hos- 
pitals, a source of care for low-income people in many communities. In the 
early 1980s, Massachusetts had numerous public hospitals, but if the merger 
between Boston City Hospital and Boston University is approved, Cambridge 
Hospital will be the state’s last publicly owned institution. 


Consumers 


Consumers, by and large, have not yet felt the effects of the frenetic market 
activity. Workers still expect employers to provide fairly comprehensive cov- 
erage and are already used to having a choice of at least one HMO. Observers 
do not think that competition on the basis of service and quality has reached 
the consumer level, although some people may have reaped savings from 
reduced premiums. There is consensus that choice still drives consumer deci- 
sions and, therefore, purchaser and delivery system strategies. However, one 
business interviewee felt that employees are showing a greater understanding 
of different types of plans and cost-sharing arrangements and are asking more 
questions about quality. 

Interviewees have mixed views about how market changes are affecting or 
would affect low-income groups and communities of color. One consumer 
advocate argued that, for many people in these groups, the corporate level 
mergers are not important, since access to needed services is affected by 
whether 10 or 3 institutions control the system. In some communities, market 
consolidation could lead to consumer dissatisfaction if community hospitals 
close or are converted to other uses. Many health plan and provider inter- 
viewees agreed that, beyond issues of choice, consolidations are not 
addressing access problems; some said that this issue must be the province of 
public policy, not market dynamics. 

Published data suggest that the number of uninsured residents continues to 
rise, putting more pressure on traditional safety net providers. Many inter- 
viewees fear that this pressure, combined with competitive forces, may reduce 
access in the future. Representatives of low-income consumers are skeptical 
that the new 1115 Medicaid waiver program will be a net improvement in 
access because proposed cuts in Free Care Pool funding would offset the ben- 
efits of expanded coverage for poor working and unemployed people. 
However, no one argued that Medicaid expansion, as such, is a bad policy. 


Future Developments 


There is little consensus among interviewees about the implications of the 
tremendous changes in the Boston health care market. They expressed very 
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different views on nearly every major question. Some predict that networks 
created by academic medical centers will ultimately control most resources, 
while others argue that managed care plans are in charge; a few said 
employers would ultimately control the purse strings. A number of inter- 
viewees predict that Partners and Blue Cross will move toward an exclusive 
relationship—perhaps starting with the latter’s new Medicare risk product— 
which would drive other providers and health plans toward exclusive 
alliances. However, others argue that choice and the wide dispersion of 
providers would counter exclusiveness. 

Most interviewees predict that the delivery system will consolidate into 
three or four networks. Partners and Lahey Hitchcock were identified as two 
of the likely players, although some people doubt the stability of the Mass. 
General-Brigham and Women’s alliance, given its large inpatient infra- 
structure. The future of Deaconess, New England Medical Center, and Beth 
Israel was questioned (Beth Israel has had ongoing discussions with Lahey 
concerning a possible alliance), as was the financial viability of the proposed 
Boston City-Boston University merger. A number of interviewees expect one 
or more of these five institutions to fail. 

Everyone noted that federal cuts to Medicare could have devastating 
effects on the Boston health care system. Most important, if Medicare 
payment for graduate medical education is cut, the academic medical centers 
could be forced to drastically cut costs or even close. Medicare could also 
push the insurance market further and faster toward capitation payment of 
providers if it requires or more strongly encourages enrollment in risk 
products. 

Some interviewees voiced concern over the entry of Columbia HCA into 
the Boston market. (The Nashville-based company agreed in June 1995 to 
purchase MetroWest, a two-hospital system west of Boston.) Columbia HCA 
could, according to some observers, be the “deep pocket” that drives the 
downsizing and cost-cutting that many think is coming. The potential for this 
move to open the door to other for-profits also concerns some people. The 
state attorney general intends to hold hearings by the end of 1995 on the pro- 
posed purchase. 

Many interviewees said the insurance market in eastern Massachusetts is 
ripe for more change. One person noted that US Healthcare, one of the few 
for-profit HMOs and a small player in the market for nine years, could be a 
force if it decides to expand in the market. Some health plan representatives 
suggested that some of the not-for-profit plans would soon turn for-profit to 
fund growth. (“We all have investment bankers now,” said one interviewee. ) 
Not all observers, however, agree with this prediction. Interviewees also men- 
tioned that additional mergers among insurers are a possibility, and no one 
expects market changes to end anytime soon. 


Although health care reform was killed at the federal level and largely dis- 
mantled at the state level, interviewees predict that public policy will remain 
an important influence on the Boston health care system. Whether the 
Medicaid 1115 waiver is implemented and how it is financed were the biggest 
questions raised by interviewees. The governor has garnered considerable 
support for his plan, but some observers think the program will be dropped if 
Congress approves block grants and cuts funding for Medicaid. Many are opti- 
mistic that the program will provide health coverage for a large percentage of 
the now-uninsured population, but others warn that use of Free Care Pool 
and disproportionate share funds will hamper care for the remaining unin- 
sured. A number of interviewees also cited the attorney general’s community 
benefits guidelines for hospitals and HMOs (proposed) as potentially 
important factors in how the market unfolds. The market is “sitting on the 
edge of a cliff,” according to one interviewee, and there is little agreement as 
to what lies at the bottom. The only certain element in this scene is further 
change. 
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VY A VY Overview 


Long accustomed to their roles, players in the Columbia, South Carolina, 
health care market now face challenges from outside ideas, outside concepts, 
and outside players. Market participants have heard and read about national 
changes in the way health care services are financed and delivered. They do 
not welcome such change coming to their market from beyond its borders, 
and they do not want such change to alter their long-practiced and long-held 
market roles. In an effort to keep up with health system reform, while pre- 
venting such reform from being forced upon them by outsiders, players in the 
Columbia market are taking tentative steps toward health system integration 
and managed care. 

The new activity in the Columbia market is being generated by players 
acting independently of one another, with little alignment across health care 
sectors and no leadership from the public sector or the community. Hospitals 
are developing alliances with one another in an effort to increase market 
power through an appearance of collaboration while protecting and pro- 
moting each facility’s individual identity. Physicians are joining provider net- 
works to protect and expand their client base, but they are not prepared for 
the changes that participating in a managed care environment might bring to 
their practice patterns. In an effort to capture market share, insurers and 
health plans are developing managed care products that look like indemnity 
insurance. Acting independently, these sectors are on the verge of coming 
together to create integrated delivery systems, but they are not quite there. 
What they have achieved thus far is an appearance of system integration that 
they hope will discourage bearers of health system reform—such as national 
managed care plans—from approaching the area. Each sector is also counting 
on the new system to protect its long-held market share and deep-rooted 
market role. 

The Columbia market comprises four counties in central South Carolina: 
Richland, Lexington, Newberry, and Fairfield. This area of the state is referred 
to as the Midlands. About 15 percent of South Carolina’s 3.6 million people 
(1994 base year) reside in the Midlands, and nearly 20 percent of Midlands 
residents live in the city of Columbia in Richland County. Columbia was 
established in 1786 as one of the first planned communities in the country. 

The Columbia market is dominated by four large hospitals with a history 
of religious and social missions that have guided the health care services they 
provide, the way they provide them, and their financing and governance 
structure. Each hospital employs its mission as a way to define its role in the 
community and to maintain that role. As the hospitals have shifted their 
focus from patient needs (as expressed by their missions) to financial success, 
anxiety, strain, and mistrust have emerged within the provider community. At 
the same time, insurers and health plans are trying to expand their managed 
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care business independent of the hospital activity, neither leading the market 
nor following the hospitals’ lead. Together, Columbia’s hospitals, physicians, 
insurers, and health plans have created a new environment of risk taking, and 
there is great uncertainty where this environment might take them. 


Community and Health System Background 
Demographics and the Economy 


The four counties comprising the Columbia market have about 537,000 resi- 
dents (1994 estimate). Nearly 90 percent of the population resides in the 
more urban Richland and Lexington counties, which are separated, in part, 
by the Congaree River. Although they are adjacent and have similar urban 
land uses, the two counties have dissimilar demographic profiles. Some study 
respondents suggest that the river is not only a geographic boundary but also 
symbolizes the differences in the population of the two counties: Richland 
(population 297,870) is almost evenly divided between people of white 

(56 percent) and African-American (42 percent) descent. The county has a 
small population of people of Korean, Vietnamese, and Hispanic descent, as 
well as Native Americans (of the Catawba Tribe). Across the river, Lexington 
(population 182,048) is predominantly (88 percent) white. Only about 11 
percent of Lexington residents are African-American, and a very small pro- 
portion (about | percent) is of Asian or Hispanic descent. 

Fairfield and Newberry counties have far smaller, more rural populations 
than their urban neighbors to the south (57,000 residents, combined). 
Fairfield County, bordering Richland, is the only county of the four that has a 
majority (about 58 percent) African-American population. The adjacent 
Newberry County, like Lexington County to the south, is predominantly 
white (65 percent). 

The four-county region has experienced moderate population growth since 
1990. Lexington County experienced the most growth, increasing by nearly 
9 percent between 1990 and 1994 compared with the average 5 percent 
growth across South Carolina, and is expected to continue to outpace its 
neighbors over the next five years. 

The greater Columbia region, which includes Columbia—the state capital 
and county seat—and Fort Jackson—one of the largest Army facilities in the 
United States, has a stable economy with a large public-sector employment 
base. The primary employment sectors are state and county government, 
including the University of South Carolina (USC), insurance, banking, and 
health care. The state is the largest public-sector employer; the largest private 
employers include Blue Cross and Blue Shield of South Carolina; Colonial 
Life and Accident; Carolina Eastman, a division of Eastman Chemical 
Company; Mack Truck, Inc.; and Policy Management Systems Corporation, 


an insurance software firm. In the last 18 months, the Interstate 77 corridor 
through northern Columbia, Richland County, and Fairfield County has 
undergone substantial industrial and manufacturing development. The inter- 
state connects Columbia to Charlotte, North Carolina. 

White collar and manufacturing are by far the largest employment sectors 
in each of the four counties. Agricultural jobs comprise only between 
1 percent (Richland County) and 4 percent (Newberry County) of total 
employment. They include timber farming (for national firms with head- 
quarters outside the region) and truck crop harvesting by migrant workers. 
Lexington and Newberry counties also have large poultry (chicken and 
turkey) raising and processing operations. 


Health System History 


The history of the Columbia market is essentially the history of its four largest 
hospitals: Baptist Medical Center, Richland Memorial Hospital, Providence 
Hospital, and Lexington Medical Center. These are not-for-profit institutions 
with long histories in the market; Richland and Lexington are county hos- 
pitals, and Baptist and Providence are affiliated with religious organizations. 
Baptist Medical Center began its life in the early part of the century as 
Knowlton Hospital, a small, privately owned facility. The South Carolina 
Baptist Convention purchased Knowlton in 1914 and renamed it South 
Carolina Baptist Hospital.' In 1994, Baptist Hospital essentially severed its 
ties with the Convention to gain more flexibility in governance, adminis- 
tration, and service provision. The medical center still is guided by its mission 
to focus on the mental, spiritual, and physical well-being of its patients, envi- 
sioning itself as a provider “driven by a vision of holistic health and chal- 
lenged to serve the residents of this region with a spirit of Christian service.” 
Richland Memorial began in the 1920s as Columbia Hospital, the original 
public hospital for Richland County. In the late 1970s, after relocating the 
aging hospital in new facilities several years earlier, Richland’s staff and ser- 
vices expanded through a strategic alliance with the then-new University of 
South Carolina (USC) School of Medicine. This began Richland’s transfor- 
mation from a small county hospital to a large, tertiary-care and teaching hos- 
pital. Part of Richland’s mission is service to the entire community, in par- 
ticular to the poor, who currently comprise about 40 percent of its patients. 
One interview respondent suggested that Richland adheres to the creed that 
hospitals are intended to be a community service vehicle, not a business. 





'The Baptist Convention was founded in 1821 and consists of members of the state’s 1,850 
Baptist churches who work cooperatively for mission and evangelism purposes. 
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Providence Hospital was founded in 1938 by the Sisters of Charity of 
St. Augustine, a Catholic order headquartered in Cleveland, Ohio. The 
Sisters’ philosophy of health care, which has been the mission of Providence 
Hospital, is “to meet the needs of the times by an expression of Christian 
concern for sick, suffering and dying; to manifest love, truth and justice in 
health care; and to promote the advancement and application of new 
knowledge about health care.” In May 1995, the Sisters signed a letter of 
intent for a joint venture partnership between four of the order’s hospitals, 
including Providence, and Columbia/HCA Healthcare Corporation. The 
business venture, which was approved by the church in late October 1995, 
brings together a private, not-for-profit hospital with a for-profit health ser- 
vices corporation. 

Lexington Medical Center, the youngest of the four hospitals, was created 
in 1971 as Lexington County Hospital. Prior to this, Lexington County had 
been the largest county in South Carolina without a hospital. Two referenda 
in the 1960s to build a hospital were defeated, the result of a dispute between 
urban/suburban and rural advocates about location. Ultimately, the hospital 
was located in the city of West Columbia; it has expanded its services and 
facilities over the last 20 years and has added clinic sites in rural parts of the 
county. The medical center is now the largest employer in Lexington County. 

The history of the Columbia health care market also includes a tradition 
of indemnity insurance. The region, as well as the state, has a long history 
with indemnity insurance and a short history with managed care. Blue Cross 
and Blue Shield of South Carolina is the oldest and largest health insurer in 
the state. Until about six years ago Blue Cross and Blue Shield primarily sold 
indemnity insurance. Since then, the insurer stopped selling such products— 
while continuing service on its existing contracts—and shifted its market 
focus completely to managed care products, including health maintenance 
organization (HMO) and preferred provider organization (PPO) products. 

HMOs entered the Columbia market in the mid-1980s. Blue Cross and 
Blue Shield formed Companion HMO in 1984, and in 1985 a group of local 
physicians formed Physicians Health Plan. Both organizations faced chal- 
lenges in the first few years as they adjusted to the new financing and service 
provision structures they were developing to implement managed care. Since 
these first plans entered the market, HMO growth in the region and in the 
state has been fairly slow. Currently, seven HMOs operate in South Carolina, 
only one of which is not headquartered in the state. 
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Vv A V Health System Changes 
Public Policymakers 


Historically, the public purse has most influenced the evolution of Columbia’s 
health care system. The growth of Medicare in the 1970s and 1980s spurred 
significant growth in the size and services of area hospitals, and Medicaid dis- 
proportionate share funds made substantial contributions to the success of 
many of them. 

Many interview respondents suggested that race and religion have tradi- 
tionally played important, although seldom publicly acknowledged, roles in 
both public and private policymaking in the state. These respondents did not 
cite particular events or policy initiatives to explain their observation; 
instead, they explained that attitudes and beliefs about race and religion per- 
meate the culture of South Carolina, including Columbia and its health care 
system. Issues such as financing and providing social and health care services 
for low-income, uninsured people and whether and what kind of family 
planning services are provided by the state and by private institutions are 
influenced by the attitudes and beliefs of the people making policy decisions. 
That attitudes and beliefs affect the decisions of policymakers is, of course, 
not unique to South Carolina or Columbia. The respondents felt, however, 
that it is important to understand that in Columbia, which is in the “deep 
south,” race and religion are dominant influences, fundamental to the char- 
acter of their community. 

The state had been relatively quiet on health policy issues until 1992, 
when Governor Carroll A. Campbell (R) took an interest in health system 
reform. Campbell’s interest was advanced by his chairmanship of the National 
Governor's Association and his reported desire to hold national office. In that 
year, Campbell inaugurated the Palmetto Health Initiative, an application to 
the federal Health Care Financing Administration for a waiver of Section 
1115 of the Social Security Act. The waiver would have allowed the state to 
implement mandatory capitation for its Medicaid population and expand the 
number of people covered. 

The initiative brought mixed reaction from players in the Columbia 
market. The potential of several hundred thousand more people in a 
mandatory capitated program inspired at least seven new applications for 
HMO licenses in the state, some filed by health care plans beyond the state’s 
borders. This was a concern to local provider networks and health plans, 
which were not interested in sharing this market with new entrants. Hospitals 
were concerned about losing disproportionate share funds, which would have 
been redirected from hospitals into purchasing a full range of health care ser- 
vices for uninsured and partially insured citizens. In response to these pres- 
sures, Richland Memorial Hospital, the recipient of the largest amount of dis- 
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proportionate share funds in the region, created a coalition of public and 
private health care purchasers and providers intended to develop and market 
a risk-bearing product to provide services to the poor. 

Ultimately, the state retreated from its waiver application, but this 
presence of public policy in the health care market was only interrupted, not 
extinguished. In the second half of 1995, the state redesigned the mandatory 
nature of the initiative to allow voluntary participation by Medicaid clients 
beginning in January 1996. Repercussions of this shift from a mandatory to a 
voluntary program among health plans inside and outside the state, as well as 
with Richland’s hospital-purchaser coalition, all of which wanted a portion of 
the program, were unknown in June 1995. Some observers suggest that local 
health plans might have had a part in the initiative’s demise through their 
access to the legislature. In late June one interview respondent compared the 
status of the waiver program to Snow White: “Is she dead or is she sleeping?” 

In 1994, Governor Campbell appointed two committees to investigate 
health care issues in the state. The Committee on Health Reform was 
charged with examining the advantages and disadvantages of several possible 
health reform initiatives, including voluntary health insurance purchasing 
cooperatives, health insurance rating changes, and medical savings accounts. 
The committee’s recommendations, combined with the interest in HMOs 
brought about by the Palmetto Health Initiative, spurred the legislature and 
the governor to create an ad hoc subcommittee to evaluate the state’s 20- 
year-old HMO regulations. This subcommittee, which includes legislators, 
employers, representatives of the insurance industry, state agencies, and 
providers, is conducting a comprehensive review of South Carolina law and 
regulations concerning health insurance, HMOs, managed care, and provider 
networks. 

Since the November 1994 legislative elections, South Carolina health 
policy has been fairly quiet. The state now has a first-term Republican gov- 
ernor who campaigned for smaller government and privatization. The state 
also has, for the first time since Reconstruction, a Republican House of 
Representatives. Health care is not one of the governor’s primary issues and 
no burning issues on health care are before the legislature. Consequently, in 
spite of the work of the subcommittee, very little activity is expected in this 
arena, at least in the near future. 

According to several respondents, it is possible that health care policy in 
South Carolina will not remain quiet. The state has just completed a two- 
staged restructuring of its government into a cabinet form; the agency heads 
will now report to the governor, rather than to commissions and boards 
jointly selected by legislators and the governor. The Health and Human 
Services Finance Commission, the state agency responsible for the Medicaid 
program, will become the Department of Health and Human Services. This 
change in structure is causing concern among agency personnel, legislative 


staff, and consumer advocates, who see the transition as a dramatic and 
potentially alarming shift in the traditional power structure. 


Purchasers 


Employers and Employer Coalitions 

Employers in the Columbia market are happy with recent cost trends, but 
do not necessarily understand their source. They have watched their health 
care premiums shift from a 25 percent annual increase two years ago to a 

10 percent decrease over the last year, primarily without any action on their 
part. Many interview respondents assert that employers do not understand the 
benefit plans being marketed to them; they are simply passive purchasers, 
reaping cost savings that they did not necessarily seek. Columbia has no 
business coalitions, and the Chamber of Commerce is not active in the 
health care arena. Employers, for the most part, are not a force for health 
system change. 

Out-of-state employers, such as Carolina Eastman, have had some 
influence on the Columbia market, as have some of the larger employers that 
self-fund their employee health coverage. Multi-state companies with 
branches in the region generally want to offer consistent health care benefits 
across their workforce, regardless of location, and some self-insured employers 
have begun to seek greater efficiencies from providers. In response, insurers, 
health plans, and provider networks in the Columbia market are developing 
products to address the benefit needs expressed by these employers. They are 
marketing these products to other local employers as well, which has led 
start-up plans and provider networks to create similar, competitive products. 

The state has not been a force for change in the Columbia health care 
market even though it is the largest participating employer. Through the 
Office of Insurance Services, South Carolina purchases health care for about 
306,000 people, approximately 60 percent of whom are current or retired 
employees. The state self-funds the products it offers, which include the State 
Health Plan, a PPO for which Blue Cross and Blue Shield provides adminis- 
trative services, and up to three HMOs per defined service area. The PPO 
includes about 94 percent of practicing physicians statewide, and the state 
selects HMOs annually based on their provider panel (not on their price). 
The employee share of premium for the state’s PPO and the participating 
HMOs is the same (set by the legislature). This uniform premium among 
insurance products, combined with the wide provider panel in the PPO, offers 
little incentive for employees to choose an HMO—and only about 12 percent 
have. 

When it created the State Health Plan provider network, the state 
developed a provider fee schedule based on usual and customary provider 
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charges up to that time. According to several respondents, these charges to 
the state had been quite a bit higher than market rate. The share of the 
premium for employees and employers (such as state offices, universities, and 
the schools) for the Plan and the HMOs has been constant over the last three 
years. Consequently, employees have not pressured the state to reduce 
premium costs. The state in turn has not turned to providers for reduced 
service costs. Pressure to reduce costs likely would come from the legislature 
as a budget reduction measure, which does not appear to be imminent. 


State and Local Government as Purchasers for Low-Income People 
Medicaid clients across South Carolina have trouble finding a medical home. 
Although the Columbia area has numerous health care providers, Medicaid 
clients have limited access to health services. Richland Memorial Hospital 
has traditionally provided services to the largest proportion of the market's 
Medicaid clients and uninsured residents because of its central location in 
Columbia, its broad range of services, and its teaching hospital function. 
With the exception of Richland, Medicaid clients in the market usually find 
better access at community hospitals or health centers in the surrounding 
rural communities. 

South Carolina’s current Medicaid program is traditional fee-for-service. 
It provides health care services to between 10 percent and 12 percent of the 
population in any month; the largest group of recipients are those with 
incomes below 100 percent of the federal poverty level. The state had sought 
to restructure the program through the Palmetto Health Initiative to improve 
access, increase the number of people covered, and reduce costs. The state’s 
Section 1115 waiver would have provided each Medicaid client with a 
primary care provider through fully capitated plans or a partially capitated 
enhanced physician program (primary care case management). 


Providers 


Hospitals 
Hospitals in the Columbia market are talking about and experimenting with 
new alliances, mergers, and networks among themselves and with other 
health care providers. They are beginning to buy primary care practices and 
hire primary care physicians. They are contemplating collaborating with 
insurers and are flirting with starting their own managed care plans. But the 
impetus for this talk and experimentation is neither obvious nor clear cut. 
The Columbia market has considerable duplication of services and an 
excess of beds (possibly as high as 40 percent). The number of inpatient days 
is decreasing, and hospitals face the possible elimination of disproportionate 
share financing. In response to these pressures, Richland Memorial and 
Lexington Medical Center initiated reengineering processes that will redefine 
the services they provide, the way they are provided, and the providers (staff 


reductions are possible). The goal is to reduce costs, enhance patient satis- 
faction, and protect and increase market share. Baptist Hospital contracted 
with a national consulting organization and has implemented more than half 
of 33 cost savings recommendations that affect the health care products the 
hospital offers and alter the way the hospital uses medical products and 
equipment. To many interviewed for this analysis, however, the changes 
occurring within Columbia’s hospital community cannot be fully explained by 
market forces. 

The most frequent explanation given for the hospital activity is fear that 
changes coming from the federal government and increased enrollment in 
managed care will disrupt the long-standing power structure of the market. 
Hospitals are particularly concerned about the large HMOs outside the state, 
waiting for the right opportunity to cross the border. This concern is leading 
the hospitals to work with others in the market to invent their own versions 
of managed care. If these home-grown arrangements do not prevent national 
plans from gaining entry, the strategic alliances being formed among providers 
should at least position them to survive capitation. 

Two alliances have emerged from Columbia’s hospital activity: a collabo- 
ration between Richland Memorial Hospital and Lexington Medical Center 
and a collaboration between Providence Hospital and Baptist Medical 
Center. The Richland/Lexington alliance, which unites a large, tertiary care 
facility with a broad portfolio of services with a smaller, general hospital with 
a primary care base, will take the form of a series of collaborative programs. 

Richland Memorial is an urban, public hospital licensed for 649 beds. 

It provides the largest proportion of Medicaid-financed care and the most 
trauma care in the market. Richland has a large cardiac care practice that 
competes with Providence Hospital. Richland is also a teaching facility for 
the USC School of Medicine. Of the four large hospitals in the Columbia 
market, Richland has the broadest portfolio of services. Lexington, with 292 
licensed beds, is a smaller, suburban general hospital with a strong primary 
care focus. Lexington provides far less indigent care; it does not receive 
federal funds for such care. Lexington has few Medicaid clients, partially 
because the hospital’s affiliated primary care physicians provide emergency 
room services to their patients only. 

The first collaborative program between the two hospitals is Carolina 
HealthChoice Network, incorporated in March 1994. Carolina HealthChoice 
is a network of hospitals that includes Richland, Lexington, and seven com- 
munity hospitals from counties surrounding Columbia. The network is 
financed by 1.5 percent of each participating hospital’s net revenue. Together, 
the nine participants represent all the acute care hospitals, except Providence 
and Baptist, in a 10-county region. The network has not yet taken any action 
in the market, but the intent of the participating hospitals is to strengthen 
their referral network and retain market share. The network is considering 
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setting up a regionwide management services organization (MSO) for primary 
care practices and entering a joint venture partnership with an insurer. The 
network intends to be in a position to accept full capitation, if necessary. 

The alliance between Providence and Baptist hospitals is limited currently 
to forming Premier Health Systems in August 1994. Premier is a jointly 
owned physician-hospital organization. Providence, with 239 licensed beds, 
brings to this venture specialty heart care: 70 percent of the care provided by 
Providence is in cardiovascular services. This specialty gives the hospital a 
statewide market. Providence also has one of the largest eye surgery centers in 
the state. Baptist Hospital brings a broad-based general hospital that aligns 
itself in the Columbia market as a direct competitor with Richland. Baptist 
has 524 beds and is strong in obstetrics, gynecology, and maternity care. 
Providence and Baptist want Premier to unite them with local physicians to 
retain and expand market share. The organization’s first product is a statewide 
PPO. Premier is still relatively small, having contracts with 22 hospitals, 690 
physicians, and 3 skilled nursing facilities. Premier plans on developing 
products that accept capitation, if necessary. 

In late 1994 and early 1995, after Premier was launched, Providence and 
Richland Memorial began to discuss the possibility of a strategic alliance of 
their cardiovascular programs. A combined program would have reduced 
duplication between the hospitals, increased efficiencies, and potentially 
increased market share for both; it also would have created the tenth largest 
cardiology center in the nation. The May 1995 letter of intent between the 
Sisters of Charity of St. Augustine and Columbia/HCA, however, allowed the 
for-profit national firm to buy 50 percent of Providence. As a direct conse- 
quence, Providence withdrew from the discussions with Richland. 

The Columbia/HCA deal with the Sisters of Charity will entail an equity 
buyout of Providence. Columbia/HCA will provide cash to retire the hos- 
pital’s debt and buy 50 percent of its buildings. Providence employees will 
become Columbia/HCA employees, and Providence will be managed by the 
national company. The effect of this deal on Premier Health Systems and on 
other collaborative programs Providence and Baptist were considering 
(including collaborations in cardiology and eye care) is uncertain. Both hos- 
pitals are optimistic that their efforts will be accepted by the for-profit entity. 

All four large hospitals in the Columbia market are strengthening their 
primary care service provision. Lexington and Richland hospitals, in par- 
ticular, are restructuring their relationships with their primary care practi- 
tioners. Lexington, Richland, and Baptist are actively purchasing primary care 
practices, and all four hospitals are exploring ways to form physician-hospital 
organizations that can accept capitation and allow them to offer their own 
managed care products. 

Whether the on-paper transformation of an individual hospital into an 
integrated provider system will transform hospital and physician adminis- 


tration and clinical practice is not clear. The hospitals have not yet con- 
sidered functioning as a key component of an integrated system, rather than 
as a dominant, independent force at the apex of a health care ladder—a place 
to which all patients come and all health care practitioners turn. This is a 
reflection of the hospitals’ historic dominance in the market and their strong 
service missions that supported such dominance. The hospitals appear to be 
using their missions to help them develop and implement networks and col- 
laborative programs that they hope will protect their position in the market 
and allow them to continue their quality and service traditions. 


Physicians 

The activity generated by Columbia hospitals as they prepare for managed 
care and capitation has shaken up the customary rhythms and patterns of 
physicians’ practices. Primary care and specialist physicians are excited, 
nervous, scared, or angry, depending on who is being asked. Most physicians 
are not entirely convinced that the changes are necessary but feel that they 
must follow the hospitals’ lead and reorganize to fit the new structures or be 
left behind, without patients or a practice. Some market participants suggest 
that Columbia-area physicians are not knowledgeable about managed care 
and capitation contracts, however, and could be making decisions without 
enough information. 

Many interview respondents feel that primary care physicians are in a 
better position than the specialists. This trend is not unique to Columbia and 
is being played out in this market in much the same way as in other markets 
across the country. Hospitals are buying some primary care practices and are 
seeking alliances with others. Primary care physicians are holding out as long 
as they can, anticipating that their incomes and influence will go up as they 
become more valuable to the emerging hospital networks. Specialists are 
anxious, envisioning their power and influence in decline and unsure whether 
the devil they know—the hospitals—would be a better employer than the 
devil they don’t—primary care physician groups. 

Physicians in the Columbia market have historically been an independent 
group, working in individual private practices and usually forming relation- 
ships with more than one of the four large hospitals. Group practice has gen- 
erally meant two or three physicians working together. Large physician groups 
have been scarce, and large multi-specialty group practices do not exist. 
Exclusive arrangements between physicians and hospitals are still rare, but 
they are growing as the hospitals begin to purchase physician practices. 

Two large physician groups have practiced in the market since the 1980s: 
the South Carolina Heart Center, created in 1989, and Doctor’s Care, a chain 
of clinics created in 1981. The Heart Center is the largest for-profit, 
physician-run business in South Carolina, employing 13 physician specialists. 
Cardiology is a very competitive specialty in this market; Columbia 
Cardiology Associates, affiliated with Providence Hospital, and the Columbia 
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Cardiovascular Clinic, affiliated with Richland Memorial Hospital, compete 
ageressively with the Heart Center. Both of these practices were developed in 
the early 1980s. Many health plans and insurers are interested in the Heart 
Center, which is actively seeking capitated contracts. Although the Heart 
Center’s owners are not interested in Columbia/HCA, more than 50 percent 
of the heart procedures for Providence Hospital patients are performed by the 
Heart Center, so some type of relationship with Columbia/HCA appears 
inevitable. The center also is creating a primary care independent practice 
association (IPA) that includes satellite rural clinics to strengthen its referral 
network. 

Doctor’s Care is the largest primary care network in the state. Its drop-in 
clinics provide routine medical (including preventive) care and diagnostic 
screenings, but the primary focus of Doctor’s Care is for work-related 
(workers’ compensation) injuries. Blue Cross and Blue Shield, which owns 
42 percent of the network, believes that Doctor’s Care will continue to grow 
as primary care physicians seek alliances and a guaranteed client base in an 
increasingly managed care environment. Doctor’s Care has managed care 
contracts with Healthsource South Carolina, Inc., an HMO headquartered in 
Charleston, and Blue Cross and Blue Shield’s Companion HMO. The chain 
is unaffiliated with any single hospital. 

Physicians in the Columbia market are beginning to merge into larger 
groups and develop networks. They hope that if a group or network gets large 
enough, no health plan can come into the market without interacting with it. 
The new group creating the largest stir right now is Lexington Family 
Practice, a 12-person group of primary care physicians affiliated with 
Lexington Medical Center. The group is aggressive in the market and is not 
expected to align exclusively with any one hospital or hospital system.’ 
Although Lexington Family Practice is putting itself in a position to negotiate 
for full capitation, health plans in the market are concerned that the group’s 
approach to putting capital into reserves indicates that participating physi- 
cians are not ready for the financial risk they would be accepting. 

Two new statewide provider networks are being created from a base in 
Columbia: Premier Health Systems, the joint venture PPO of Providence 
Hospital and Baptist Medical Center with about 690 physicians, and 
Physician Care Network (PCN), a 2,800-physician network created by the 
South Carolina Medical Association. These networks are younger and larger 





?As an illustration of the importance of religion in the Columbia market, the mission of 
Lexington Family Practice commits the group to “Honor God, value our patients, respect each 
other, [and] support our staff.” 


than other group practices in the Columbia market. The Premier PPO is a 
provider network, not a risk-bearing health plan. By marketing to self-funded 
employers, however, Premier aligns itself in direct competition with health 
plans in the market, and it has contracted with several insurers. The PPO 
offers a discounted fee schedule and is focusing its marketing on small 
employers. PCN is a risk-bearing network and is actively negotiating for capi- 
tated contracts. PCN also contracts directly with employers and does not yet 
have relationships with any insurers or health plans.’ 


Safety Net Providers 

Columbia’s health care safety net includes community health centers, rural 
health clinics, and hospitals that provide care to underinsured and uninsured 
patients. Planned Parenthood of Central South Carolina also provides 
clinical reproductive health services to the public regardless of insurance and 
financial status, and the James R. Clark Sickle Cell Foundation, although pri- 
marily a social service and education organization, provides limited clinical 
services (primarily blood testing) to African Americans. Some of these safety 
net providers are watching as the hospitals in the market enter into alliances 
and joint ventures, wondering what the system changes will mean to them. 
Others, however, are moving energetically to position themselves as critical 
providers to the market so that they will be necessary whichever direction the 
health care system metamorphosis takes. 

South Carolina has 30 community health centers (CHCs), many of which 
are rural health clinics. All but one of the CHCs are federally qualified health 
centers (FQHCs): the Eau Claire Cooperative Health Center, located in 
Columbia, is an FQHC look-alike. The FQHCs have the financial strength 
and coordination to have a significant lobbying voice in state government. 
Eau Claire, which became a look-alike to get cost reimbursement, joins itself 
to the others for their lobbying strength. 

The Columbia market is served by both the Eau Claire Cooperative 
Health Center and Richland Community Health Care Associates, a 
CHC affiliated with Richland Memorial Hospital. Both provide services 
to Medicaid clients (between 55 percent and 58 percent of their client base) 
and Medicare clients (between 8 percent and 15 percent), as well as to 
patients with commercial insurance (HMO, third-party PPO, and indemnity) 
and patients with no insurance. 





After the snapshot interviews in Columbia took place in late-June 1995, PCN sold controlling 
interest to an out-of-state insurance company to improve its capacity to offer a broad array of 
managed care products. 


Columbia A 13 





The Eau Claire Cooperative Health Center has two clinics located in the 
Eau Claire-Greenview area of Columbia.‘ The Health Center for adult med- 
icine and the Sterling Sharpe Pediatric Center serve a market within a 50- 
mile radius and refer patients to any of the Columbia-area hospitals, including 
Richland Memorial. Eau Claire is acutely aware of the current activity among 
the hospitals and physician providers and has developed an aggressive strategy 
to survive in the changing market. It will help as many people as possible, so 
that its services are so essential to the community that the hospitals and their 
emergency rooms cannot afford to let it fail. In carrying out this strategy, Eau 
Claire will build a third, family practice in the Oak-Waverly section of 
downtown Columbia, financed by a capital-based coalition with Providence 
Hospital and Baptist Medical Center.’ 

Richland Community Health Care Associates has three clinics located 
across the market area. The main clinic is located in rural Richland County, a 
second clinic is located in central Columbia and serves the homeless, and a 
third clinic is located in Columbia at the offices of the Department of Social 
Services (DSS). Richland Community is also aware of the activity in the 
market and is concerned that in the new environment, insurers and health 
plans will send the sickest patients to the CHCs by market skimming. 
Richland Community’s strategy is to partner with hospitals besides Richland 
Memorial and to try to join as many HMOs as possible. Richland Community 
views Eau Claire as a collaborator, unless both organizations get squeezed by 
market activity and start fighting over clients. 

The state Department of Health and Environmental Control (DHEC) has 
sites in all 46 counties in South Carolina. Health services are provided 
through 13 health districts; the Palmetto Health District comprises the four 
counties of the Columbia market. Palmetto provides clinical and health edu- 
cation services primarily to Medicaid clients and homeless people. Clinical 
services include immunizations, prenatal care, well baby care, early and 
periodic screening, diagnosis, and treatment (EPSDT) examinations, and 
family planning services. 

DHEC is the largest home health care provider in the state. In 1994, 
DHEC altered an internal policy to encourage joint ventures and other inno- 
vative approaches to providing home health care to improve its revenue base. 
This opened the door for the Palmetto Health District to partner with local 
hospitals to provide such care. Palmetto is looking forward to finding other 
opportunities to develop such public-private partnerships within the 





‘The population of the service area is about 37,000, with a 75 percent minority population, a 
23 percent poverty rate, and a 1:6250 physician:patient ratio. 

*The service area population is about 13,000, with an African-American population of greater 
than 90 percent, a poverty rate of about 44 percent and a physician ratio of 1:13,000. 
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Columbia market’s newly developing managed care environment, partly to 
develop revenue streams that otherwise might be lost as managed care 
enrollment grows. Palmetto also is developing partnerships with schools to 
provide health education services. 

Richland Memorial Hospital spearheaded a coalition to create an inte- 
grated health care delivery system for Columbia’s low-income, underinsured, 
and uninsured citizens. The coalition includes the Richland Community 
Health Care Associates, DSS, DHEC, and Companion HMO (the Blue Cross 
and Blue Shield HMO). Richland Community Health Partners will be one of 
the first public-private entities in the nation to develop a risk-bearing product 
that can negotiate for capitated contracts for providing services to the poor. 


Academic Medical Centers 

South Carolina has two medical schools: the Medical University of South 
Carolina (MUSC), located in Charleston, and the USC School of Medicine, 
located in Columbia. MUSC is the older, larger, and better financed of the 
two. Some in the health care sector in South Carolina feel the USC medical 
school is unnecessary because one medical school, MUSC, is sufficient for 
such a small state. 

The USC School of Medicine was created as a result of a mandate by 
Governor John West in the late 1970s. The school’s residency program is run 
by Richland Memorial Hospital—the hospital owns the residency program, 
while the school employs the faculty. Consequently, revenues generated by 
the residency program go to the hospital first; then the medical school and 
faculty are reimbursed. This is the only academic medical center in the 
country organized in this fashion. 

The medical education program at Richland consists of about 200 resi- 
dents and fellows. About 52 percent of the school’s residents remain to 
practice in South Carolina, and about 77 percent of residents who go into 
primary care practice remain in the state. The hospital gets financing for the 
residency program from a consortium of seven teaching hospitals in South 
Carolina that allocates state funds from the Commissioner of Higher 
Education. This process has been in place since the late 1970s. In 1994, the 
consortium decided to finance only primary care residents. This will effect 
Richland, which has about 45 percent of its residents in specialty training. 
Although the effect of the consortium’s decision on Richland’s residency 
program is not yet known, the consortium might allocate dollars for only the 
primary care portion of Richland’s specialty training. 

USC and Richland Memorial are restructuring the residency program at 
the hospital to survive the current turbulence in the market and impending 
financial pressures. The two institutions have a symbiotic relationship that 
requires that they both survive any changes that occur within the Columbia 
health care system. The hospital is concerned about the potential for loss of 
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patients and of historic financing streams; the school is concerned about loss 
of accreditation and students. The provider networks forming in the 
Columbia market—including both hospitals and physicians—could result in 
patients shifting from Richland Memorial to other hospitals. Medicaid 
managed care also could divert Medicaid patients, which are generated by the 
residency program, from Richland, as more physician providers compete for 
such clients. If capitation increases in the Columbia market, funds for 
teaching and research also could decline, as such efforts represent added 
expense. Finally, if patient volume drops too much, the accreditation of 
certain USC programs could be in jeopardy. 

In response to these pressures, the hospital is reorganizing its teaching 
clinic system over the next five years to place more emphasis on primary care. 
More teaching will be conducted in an ambulatory setting, and teaching will 
focus more on outpatient services, continuity of care, and longitudinal care of 
patients (gatekeeper training). More residencies will be located in community 
clinics. Depending on the direction of the market and the viability of 
financing streams, some specialty programs might be discontinued and others 
could be combined. 


Insurers and Health Plans 


The low penetration of managed care in the Columbia market and the work 
of local hospitals as they develop strategies to maintain market share and 
create managed care products have increased the competition among insurers 
and health plans. This sector is trying to push the market away from 
indemnity insurance and toward managed care plans. Competition among 
insurers and health plans has been based primarily on price, including offering 
multi-year price guarantees, and this will probably continue. But competition 
is moving to include comprehensiveness and quality of services offered. 

Hospitals have been creating alliances and joint ventures that can offer or 
participate in managed care products. This activity dovetails with the insurer 
and health plan push, but the two sectors do not appear to be coordinating 
their efforts yet. They also do not seem to be overtly influencing one another. 
Instead, these two sectors appear to be observing what the other is doing and 
moving independently toward creating a managed care environment in the 
market. 

About 80 percent of South Carolina’s population is covered by either 
private (60 percent) or public (20 percent) health insurance. Estimates 
suggest that 35 percent of those covered by health insurance are members of 
PPOs, but since such plans are not regulated by the state, the Office of the 
Insurance Commissioner cannot develop accurate numbers of PPO enrollees. 
About 5 percent of state residents covered by insurance are enrolled in 
HMOs (figures quoted vary from 4 percent to 8 percent). The HMOs offered 


in the Columbia market are Individual Practice Association (IPA) model; 
this means that the HMO has a network of private practice physicians with 
which it contracts to provide health care services for a negotiated fee. The 
balance of insured state residents are covered by indemnity insurance. 

Insurers and health plans headquartered in Columbia consider their 
market to be statewide, as do plans located outside the Columbia region. This 
is largely because the state population is relatively small (3.6 million). Three 
managed care plans are local to the Columbia market: Companion, the 
Columbia-based Blue Cross and Blue Shield HMO; Healthsource South 
Carolina Inc., headquartered in Charleston with a branch office in Columbia; 
and Physicians Health Plan (PHP), a Columbia-based plan owned and 
managed by United HealthCare Corporation.® Combined, they cover approx- 
imately 200,000 people, about 30 percent of whom reside in the Columbia 
region. 

Companion, Healthsource, and PHP are IPA-model HMOs. Companion 
has 2,200 physicians (out of approximately 6,000 in the state) and approxi- 
mately 83,000 enrollees statewide. The plan uses primary care physician 
gatekeepers and is the only NCQA-accredited HMO in South Carolina. 
Healthsource South Carolina, Inc. (a subsidiary of Healthsource, Inc., 

a national company that operates affiliate managed care plans) also uses gate- 
keepers. The plan has 3,000 physicians and 77,000 enrollees statewide. 
Physicians Health Plan is a not-for-profit plan with 2,000 physicians and 
41,000 enrollees in 44 of 47 South Carolina counties. PHP provides health 
care services to enrollees on a modified fee-for-service basis; a significant 
amount of its business is in an open-access (non-gatekeeper) IPA-model 
HMO. 

Competition in the insurance sector of the Columbia market is shifting 
from the indemnity offerings of insurers such as Provident and Aetna to the 
managed care products offered by Healthsource and PHP. Blue Cross and Blue 
Shield still is the largest health insurance carrier in the state, with about 
23 percent of the statewide insurance market and between 20 percent and 
25 percent of the Midlands market. Blue Cross and Blue Shield is also 
shifting its focus to managed care and expects to offer a variety of HMO 
products, in addition to its Companion HMO, within the next few years. In a 
strategy that has upset the marketplace, Blue Cross and Blue Shield 
announced it will enforce its most favored nation (MEN) clause in all its 
provider contracts. This strategy guarantees Blue Cross and Blue Shield 





‘On the day of the project team site visit, United Health Care announced it had purchased 
Metropolitan Life Insurance Co., making UHC the largest managed care company in the 
country. 
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provider rates that do not exceed those paid by any other health plan. The 
move is risky, however, as Columbia-area providers perceive MFN as unfair 
and so are looking for other ways to maintain their client base. 

All managed care plans in South Carolina are watching the marketplace 
for new health plan entrants. The state’s low managed care penetration rate is 
an attraction, and the Section 1115 waiver application impressed some plans 
outside the state. At least seven new applications for South Carolina HMO 
licenses were submitted by out-of-state insurers, including applications from 
Aetna, Kaiser, Partners, and U.S. Healthcare. U.S. Healthcare, the only one 
to identify Richland County in its application, represents the greatest threat 
to the Columbia market, but any national HMO is a potential concern. 

Insurers and health plans in the market are not sure whether to tie their 
marketing strategies to the activities of the local hospitals. The market has 
considerable duplication of health care services; to capture as much of the 
market as possible, insurers and health plans have historically contracted with 
most (or all) of the hospitals and specialist groups. The health plans have also 
created very broad provider panels to entice consumers into managed care 
with as little disruption as possible in the way they receive health care ser- 
vices. The common wisdom is that consumers fear that HMOs, or managed 
care, will limit their choice of physician. Consequently, there is little dif- 
ference in the provider panels of the larger health plans: a consumer can 
move from Blue Cross and Blue Shield indemnity to Healthsource to 
Companion without changing his or her physician. 

As the hospitals move toward forming alliances and provider networks, 
insurers and health plans are reevaluating their cover-all-the-bases strategy 
and are considering the possibility of moving toward exclusive provider con- 
tracts. Currently, they question how substantive the hospital alliances and 
networks are and whether they have potential longevity. Consequently, 
although Healthsource has an exclusive contract with Baptist Hospital, few of 
the other insurers and plans have products with exclusive contracts with spe- 
cific hospitals or provider groups. 


Consumers 


Consumers have not had an influence in the Columbia health care market, 
and so far they have not been significantly affected by the changes occurring 
in the hospital/physician and insurance/health plan sectors. Enrollment in 
managed care products is low. Since these products are PPOs and IPA-model 
HMOs with broad provider panels, consumers have noticed very little change 
in the way health care services are provided. Advocates for vulnerable popu- 
lations are distrustful of managed care in general, and the convergence in 
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Columbia of a change in their health care system and a completely restruc- 
tured political system leaves many wondering whether, and how, the voice of 
the consumer will be heard. 

HMO enrollees are the only consumers in the Columbia market likely to 
have experienced any change in their health care services. Such consumers 
might have noticed in the past 12 to 18 months that they have less choice in 
the physicians they can see. Interview respondents indicated that this sug- 
gestion is largely conjecture, but there are cases of plans not renewing con- 
tracts with popular physician groups. Restrictions in choice do not come from 
insurers or health plans forming exclusive arrangements with provider net- 
works or groups, but from insurers and health plans beginning to reduce the 
comprehensiveness of their provider panels. 

Advocates for vulnerable populations in the Columbia market are 
extremely wary of managed care and are concerned about the direction of the 
hospital and insurer/health plan activity. They are concerned that managed 
care plans will limit access to care for poor and disenfranchised people. 
Private, not-for-profit advocacy organizations are concerned that capitated 
provider networks will not include them; with their financing reduced or 
eliminated, they may have to reduce or eliminate their services. 

Advocates for such populations are also concerned that the new state leg- 
islature and the privatization inclinations of Governor Beasley will result in 
cuts in, or elimination of, programs for the poor, elderly, chronically ill, and 
children—in the guise of health care reform. 


Future Developments 


Participants in the Columbia health care market believe that theirs is the last 
market—or nearly so—to undergo reform. According to many, change will 
not come quickly to South Carolina, and the most threatening changes that 
could occur in their health care market, such as capitation, will take the 
longest to find a home. 

Hospitals and physicians are expected to continue positioning themselves 
to compete. Most interview respondents believe that the two emerging hos- 
pital alliances will continue to strengthen their market share, but a few sug- 
gested that the alliances are empty, paper agreements that have no substance. 
The effect of the Columbia/HCA joint venture with Providence on the other 
hospitals in the market is not known. Many of those interviewed wonder how 
the national company’s ownership of Providence will affect the hospital’s 
alliance with Baptist Medical Center, and how its operational philosophy 
might affect clinical practice and service rates across the market. Respondents 
suggested that the specter of Columbia/HCA would haunt the market only 
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until the joint venture with the Sisters of Charity received final approval; 
now that that has occurred, the slow pace of the Columbia market could 
undergo a dramatic change. 

Columbia/HCA owns four other medical facilities in South Carolina and 
has signed a letter of intent for a partnership with the Medical University of 
South Carolina in Charleston.’ 

To some of those interviewed, this implies a statewide strategy. Some 
suggest that of the four hospitals, Providence could not survive in a managed 
care environment without either its venture with Columbia/HCA or its 
alliance with Baptist Medical Center, because it is too specialized. They point 
out that the Columbia/HCA joint venture might result in the closure of one 
of the four hospitals. The alliances formed by the four hospitals, 
Richland/Lexington and Providence/Baptist, might protect them from a hos- 
pital shakeout caused by Columbia/HCA or by significant growth in capitated 
managed care. 

HMO enrollment and capitation, which do not yet go hand in hand in 
Columbia, are expected to increase slowly. One respondent suggested that 
because there is not much interest in capitation, its growth will not increase 
for several years. Estimates of growth in HMO enrollment range from 
doubling—to 10 percent—in 18 months to doubling in five years. Some 
respondents suggested that provider-based HMOs, such as those being con- 
sidered by some of the hospital alliances, will not survive because they work 
only for local employers, which is too small a client base. Many respondents 
predict that the market will continue to strenuously resist the entry of outside 
HMOs and will employ political pressure on the conservative legislature if 
necessary. A multi-state initiative, involving North and South Carolina and 
Georgia, to convert the Civilian Health and Medical Program for the 
Uniformed Services (CHAMPUS), a health insurance plan sponsored by the 
Department of Defense for families of military personnel and military retirees, 
to capitated managed care is expected to go out for bid in late 1995; this ini- 
tiative might be a factor in the market in the future. 

The Columbia market has begun to move carefully toward creating inte- 
grated, managed health care delivery systems. Participants interviewed for this 
analysis nearly uniformly suggested that self preservation is behind these first, 
tentative steps. If Columbia’s health care system must change, market players 
will do it on their own terms in their own way, without the participation of 
outside players. Market participants are creating change in a culture with a 
tradition of moving slowly and carefully. Their activities, combined with the 
Columbia/HCA-Providence Hospital deal, create an interesting, unpre- 
dictable future for Columbia’s health care system. 





"The partnership agreement was finalized in October 1995. 
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VY A VY Overview 


Des Moines is a close-knit community where business is often done with a 
handshake, and old ties are not lightly broken. The health care market is no 
exception. Major stakeholders in this market have long and loyal working 
relationships, and there is a history of generous indemnity health insurance 
coverage. Insurance companies are prominent players in the employer com- 
munity, and several are headquartered in Des Moines. The restructuring now 
beginning to take place in the health care system—the development of 
managed care, hospital consolidation, hospital-physician integration, and 
direct contracting of employers with providers—portends big changes for this 
market. 

Despite these developments, enrollment in managed care has been limited 
to date and largely centered in preferred provider organizations (PPOs). 

In addition, most HMOs resemble independent practice associations (IPAs). 
Before 1992, employers had taken limited actions to lower health care expen- 
ditures or to enroll employees into managed care for several reasons. Health 
care costs in the Des Moines area were relatively low compared with the 
national average. Furthermore, there was a great desire on the part of 
employers to maintain good relations with employees because of the low 
unemployment rate and the large number of “headquarters employees” accus- 
tomed to generous indemnity benefits packages. Thus, until recently, 
employees made small out-of-pocket premium contributions and few copay- 
ments for their health insurance. Given this history, employers have been 
understandably reluctant to accept change in their health insurance, particu- 
larly restrictions on provider choice and covered benefits. 

When the national debate on health care reform heated up in the early 
1990s, so did pressure for change in Des Moines. Large employers formed an 
advisory group for government officials to help stem the growth in health care 
costs. But not until 1994 did they form a purchasing coalition to contract 
directly with delivery systems instead of working through insurers. In the 
meantime, insurers had developed HMO plans. In response to these changes, 
hospitals began to consolidate, and two major health systems now dominate 
the Des Moines area market. However, consumers have resisted efforts to 
restrict their access to one of these delivery systems. 

Although there are multiple insurers in Des Moines, only The Principal 
Financial Group and Blue Cross and Blue Shield of lowa are major players in 
the managed care market. Principal’s HMO subsidiary, Principal Health Care, 
began in 1993 to use employer price incentives to move enrollees out of 
products that did not restrict access to physicians, into products that do. They 
have doubled the fraction of enrollees in gatekeeper arrangements from one- 
quarter to one-half their HMO enrollment. Blue Cross and Blue Shield took 
a very different approach in the same year. They started a joint gatekeeper 
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plan, Unity Choice Health Plan with one of the two dominant delivery 
systems in the area, lowa Health System. Their approach included 20 percent 
provider equity in the start-up, with plans to increase the provider share in 
the financial risk. Growth in the gatekeeper plans of both insurers has been 
slower than hoped, largely because of employer reluctance to restrict the 
access of employees to providers. 

Public policy has encouraged some changes in the health care system, 
although policymakers have generally adopted a voluntary, incremental 
approach to reform. Three recent state laws have facilitated reform. First, the 
country’s first statewide voluntary purchasing cooperative of independent 
insurance agents was formed. Second, a new state licensure category for 
health plans was created: “organized delivery systems” (ODS) are provider- 
sponsored health plans that contract directly with employers, essentially 
bypassing insurance companies. Third, a new system, developed in part- 
nership with employers, will provide purchasers, providers, and the public 
with information previously held solely by insurers about the cost and quality 
of health plans. The new system is intended to establish competition on the 
basis of quality as well as price. 

As a health care purchaser in its own right, the state government is 
moving tentatively toward managed care. While Medicaid recipients are 
being aggressively enrolled into primary care case management (PCCM) pro- 
grams, efforts to enroll eligibles in HMOs have not been as strong. The state 
government is examining various incentives to encourage public employees to 
enroll in managed care plans. 

The Des Moines market has lost much of the momentum for change 
spurred by the prospect of national health care reform. Even though managed 
care penetration is limited (especially with regard to capitated plans), and 
very little clinical integration and management of care has occurred, an infra- 
structure designed to accommodate anticipated changes in the marketplace is 
being built. 


Community and Health System Background 
Demographics and the Economy 


Des Moines is the largest and fastest growing city in a state that lost 

3.8 percent of its population between 1980 and 1992. The Des Moines 
market has two geographic components: the metropolitan area of the city and 
its suburbs of Polk County, which had a population of about 340,000 in 1992, 
and the 43 primarily rural counties of central lowa that surround the capital, 
which have a population of about 1,000,000. Des Moines dominates the 
larger market area of central Iowa. The border cities along the Missouri and 
Mississippi rivers to the west and east, and the corridor of counties along the 


northern border of the state are not major participants in the central lowa 
market, nor is Des Moines a major force in their markets. 

Residents of the area tend to be older and more ethnically homogeneous 
compared with most other metropolitan areas in the country. Though 
the elderly in Iowa are disproportionately located in rural areas, 6.1 percent 
of Des Moines residents are 75 and older, which is higher than the 
national average. The vast majority of the residents in the Des Moines area 
(89 percent) are white. The primary minority ethnic group is African 
American (6.9 percent). Hispanics and Asian/Pacific Islanders each con- 
stitute about 2 percent of the population of the city, and Native Americans 
constitute less than 1 percent. 

Iowa’s economy is generally healthy. Income is comparable to the national 
average, and the unemployment rate is low. In 1990, the median family 
income was slightly higher in Des Moines ($32,800) than the national 
median ($30,000). The proportion of households with an income below the 
federal poverty level is the same as the national rate (10 percent in 1992). 
These statistics belie some indications of economic problems. The Medicaid- 
eligible population grew at a rate of 5 to 7 percent annually from the 1980s 
through the early 1990s, in part because of the growing number of people 
with a low income. About 20 percent of older Jowans have an income of less 
than $10,000 a year. Although most Iowans over 65 years of age report that 
they have little difficulty paying bills, about 35 percent of them report that 
cost is a deterrent to obtaining health care. 

The economy in Des Moines is healthier than that in the surrounding 
rural areas. The unemployment rate (3.0 percent in 1993) in Des Moines is 
also less than half the national rate, and in recent years, people from the rural 
areas have moved to Des Moines to work primarily in the service industry. 
The large private employers in Des Moines tend to be insurance companies, 
and the largest is the Principal Financial Group, with more than 7,500 
employees. Only state and local government come close to employing this 
many people. More than half of the 13,000 businesses in Polk County employ 
fewer than 5 employees, and only 15 employers in the county have more than 
1,000 employees. 


Health System Composition and History 


The Des Moines health system is a traditional market dominated by private 
insurance, not-for-profit hospitals, and the fee-for-service system of payment. 
Two hospitals have historically influenced the Des Moines health care system. 
The Iowa Methodist Medical Center (now Iowa Health System) and Mercy 
Hospital Medical Center are locally noted for their specialty care. Des Moines 
is an unusual metropolitan center in that its hospitals are not as heavily 
involved in tertiary care—largely because the state’s academic health center 
at the State University of Iowa is located one hundred miles east in lowa 
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City. Hospitals in Des Moines have twice as many beds as this health center, 
but four times as many people live in Des Moines as in Jowa City. 

Insurance companies dominate the landscape and the health care system 
in Des Moines, which is home to Principal’s national headquarters and Blue 
Cross and Blue Shield of Iowa’s regional headquarters. These two companies 
insure the majority of Des Moines residents. One large self-insured employer, 
John Deere and Company, introduced managed care to Des Moines 1985, but 
few other employers or insurers followed suit. John Deere is one of the city’s 
15 largest employers, although only 1,350 of its 7,500 employees statewide 
live in the Des Moines area. The company founded Heritage National 
Healthplan in 1985 as a wholly owned subsidiary and marketed the HMO to 
employers in Iowa and out of state. Provider choice is essentially not 
restricted, since members of the HMO can see any participating physician 
without a referral, and many Des Moines providers, including three of five 
hospitals, participate in the plan. When the HMO failed to persuade the aca- 
demic health center in Iowa City to serve as the tertiary referral hospital, the 
Mayo Clinic in Minnesota stepped in and agreed to act as the referral hos- 
pital and as a resource for primary care providers. The Heritage National 
Healthplan continued to grow, but other employers and insurers have not 
rushed to follow suit and develop other managed care plans. 

Once the national health care reform debate began in the early 1990s, 
large employers initiated a flurry of activity to change the traditional health 
system of Des Moines. They pressed state government to intervene, helping 
to slow the growth in health care costs. In 1991, a leadership advisory group 
of large employers formed to advise government on reducing health care 
costs. In 1993, the advisory group was reconstituted by the governor to assist 
state government in building a consensus on health care reform in Iowa. The 
new council included representatives for large employers but expanded to 
include representatives for consumers, state legislators, providers, insurers, 
farmers, and other employers as well. The traditional health care system of 
Des Moines was poised for change. The two dominant insurance companies 
began to experiment with HMOs. Yet, enrollment grew slowly, and consumers 
largely rejected restrictions on benefits and provider choice. The “culture” of 
the market posed one obstacle to the development of both managed care and 
cost-containment initiatives, for even business deals in Des Moines are 
subject to small town chivalry: 


If you are working for a proprietary hospital, what you would [ordinarily 
do after a hospital merger] is shut down one hospital and take the physi- 
cians, but you do not do that kind of thing here in Des Moines; that 
does not fit well here. Things are very community focused—people 
focused. It is a very soft approach to doing business. It is the kind of 
place where you can still do business on a handshake. 


—Hospital spokesperson 


WV A VY Health System Changes 
Public Policymakers 


Policymakers in Iowa have instituted health care reform in the private market 
through an incremental, voluntary approach. Before 1993, state officials had 
proposed centralized reforms based on the national health care reform model. 
These reforms, which called for a larger role for government, were rejected. 
The state legislature eventually enacted more modest laws aimed at 
improving the availability of insurance in the small group and individual 
market, and at developing a single electronic claims form and data collection 
standards. In a similar vein, the 1995 legislature rejected several proposed 
insurance mandates, which would have required employers to provide more 
benefits and insurers to accept “any willing provider.” 

For the small business and individual insurance market, lowa enabled the 
formation of voluntary purchasing cooperatives and enacted a series of 
insurance reform measures. Health insurance purchasing cooperatives (HIPCs 
or alliances) authorized by the legislature in 1993 were intended to make 
more affordable insurance products available to small businesses by collec- 
tively pooling risk and lowering their administrative costs through economies 
of scale. The cooperatives give small groups additional market clout for nego- 
tiating prices and contracting with high-quality health plans. Insurance 
reforms followed in 1994 and 1995 to promote access to and portability and 
continuity of coverage between state-regulated small group and individual 
health plans regardless of pre-existing conditions. New standards were 
developed to encourage insurers to use community rating as an alternative to 
the risk avoidance approach associated with experience rating. 

The Community Health Management Information System (CHMIS) was 
established in 1994 to develop a single electronic claims form and data col- 
lection standards for continuous quality improvement. CHMIS is considered 
an essential tool for evaluating progress toward health system reform, cost 
containment, and improved access and health insurance coverage. 
Information in these areas is collected from public and private entities. A task 
force is reviewing Health Plan Employer Data and Information System 
(HEDIS) and other quality measurement systems that could be incorporated 
into CHMIS. 

Potentially the most significant public policy development was the 1993 
new licensing category for “HMO look-alikes,” or organized delivery systems 
(ODS), in which providers contract directly with purchasers. In an ODS, 
providers bear financial risk for capitated lives covered by the plan and hire 
an insurance company as a third-party administrator to perform such func- 
tions as claims processing, enrollment, and rate-setting actuarial analyses. The 
ODS was a key innovation in Iowa, because it was intended to lower require- 
ments for providers for financial reserves that apply to HMOs that had previ- 
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ously limited their sponsorship to insurers and large self-insured employers 


like John Deere. 


Purchasers 


Large employers were the initial force behind health system change, but they 
have been unable to enroll large numbers of employees in HMOs. Their 
efforts to encourage employees to select HMOs were hindered because (1) the 
growth of costs for indemnity insurance and PPO plans slowed, (2) employers’ 
costs for new HMOs were sometimes higher than their indemnity insurance 
rates, and (3) the low unemployment rate and tight labor market makes 
employers reluctant to anger employees by restricting expected health ben- 
efits, such as provider choice. As cost pressures on large employers eased, they 
lost much of their initial momentum to reform the health system. 


Employers and Employer Coalitions 

Large and small employers have joined purchasing cooperatives to negotiate 
with managed care plans and insurers in order to control their health care 
costs.. To date, however, too few employees have enrolled in managed care to 
significantly reduce costs for the employer community. 


Large-Employer Purchasing Cooperative 

Large employers have only recently formed a purchasing cooperative. In 1994, 
nine large employers in Des Moines started a voluntary purchasing group 
called the Community Health Purchasing Corporation (CHPC). These 
employers had discovered that HMOs were “price followers” of the insurance 
companies, offering rates only about 5 percent lower than those of insurers. 
The CHPC, representing about 20 percent of private-sector employees in the 
area (22,000 employees), contracts directly with providers for services and 
with an administrative service organization for insurance management activ- 
ities. The CHPC states that its goals are to make providers and employees 
more cost-conscious. Providers share in the financial risk for service uti- 
lization that exceeds established claims targets. Employers base their contri- 
bution on the lowest-cost plan, and employees pay the difference for any 
higher-cost plan they choose. In 1994, the CHPC issued a Request for 
Proposals to providers interested in developing integrated delivery systems, 
and twelve provider groups responded. Currently, the CHPC is contracting 
with only one large system (the lowa Health System) to form a plan (IA 
Care) that was first offered January 1, 1995, but they hope to add two more 
delivery systems soon (Mercy’s Accountable Health Plan, Inc. and John 
Deere’s Family Health Plan). 

Enrollment in IA Care in the first six months of operation has been disap- 
pointing, illustrating the substantial problems that purchasing cooperatives 
face in the Des Moines area. IA Care was able to enroll only 2,000 of the 
20,000 eligible employees and their family members to whom they were given 


exclusive rights. Part of the problem was that two of the nine member com- 
panies did not offer [A Care as an option to their employees in 1995. An 
additional problem, however, was that the cost of the plan to some employees 
actually exceeded the low-cost plan already available. Company executives 
have committed to enrolling 30 percent of eligible lives by the end of 1996. 
To meet this objective, they will probably ensure that IA Care is the lowest- 
cost option for their employees. 

Working with providers, the CHPC has played a fundamental role in 
designing integrated systems, and it also has been involved in providers’ 
quality assurance efforts. For instance, the CHPC will produce report cards 
comparing delivery systems and individual providers on the basis of consumer 
satisfaction, quality, and utilization patterns. In exchange for expanding 
quality assurance efforts, the employers will develop wellness programs for 
their employees. 


Small-Employer Purchasing Cooperative 

Currently unique to Iowa is a statewide voluntary purchasing group formed by 
an organization of independent insurance agents—the Independent Health 
Alliance of lowa (IHAI). This purchasing cooperative negotiates with health 
plans for small businesses (currently those with fewer than 50 employees) and 
also offers plans to self-employed individuals. It is gradually expanding its 
market to larger businesses and has insured over 700 employer groups, but 
only about 6,500 covered lives. The IHAI states that it has lowered costs to 
small businesses by negotiating competitive prices with health plans. Like the 
large employers purchasing cooperative, CHPC, the IHAI structures rates so 
that employees pay more for unrestricted access to physicians and broader 
benefit packages. 

Some observers are reserving judgment about IHAI’s success. They doubt 
that the group has captured sufficient market share to survive in an increas- 
ingly competitive market. In addition, they point out the danger of potential 
adverse selection of small groups already rejected by a large commercial 
insurer. Finally, neither of the two dominant insurance companies in Des 
Moines offered a plan through the IHAI. While these companies can develop 
and market their own small employer or sole proprietor products to compete 


with IHAI, only Blue Cross and Blue Shield has done so. 


Government as a Large Employer 

Iowa is developing a strategic plan to modify the current state employee 
health benefit program for its 30,000 employees and their dependents. The 
health plan options for public employees have remained unchanged for 
several years. Most public employees choose indemnity insurance through 
Blue Cross and Blue Shield of Iowa because the state pays the entire premium 
for indemnity coverage. Employees do not have copayments, even for 
packages with comprehensive benefits, and they enjoy access to a broad 
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network of providers (including nearly 100 percent of the hospitals and 

85 percent of physicians in the area). While the state is required to offer its 
employees managed care plans that meet the state’s contracting specifications, 
only a PPO of Blue Cross and Blue Shield is available, and employees have 
no financial incentive to choose this product. 

The traditional concerns of labor unions have contributed to a delay in 
changing the health benefits of public employees. Because providers agree not 
to bill employees the balance of the charges not paid by Blue Cross and Blue 
Shield, any change in providers is regarded as a change in employee benefits 
subject to collective bargaining. In addition, because employees at the man- 
agerial level have traditionally been covered under the same benefit packages 
as union employees, managed care will be introduced slowly to non-union 
employees because of union resistance. The state Department of Personnel 
plans to develop a new, more flexible benefits system so that savings in health 
benefits are redistributed among employees as income or other benefits. The 
state is considering several options for achieving the savings: converting to 
self-funding and contracting directly with delivery systems; persuading 
providers to assume financial risk for service utilization; and instituting 
benefit carve-outs for certain products or services, such as pharmaceuticals.' 
In addition, the state intends to join the CHPC as a voting member and 
obtain access to the CHPCs’ integrated delivery systems. However, it does not 
appear that these changes will happen rapidly. 


State and Local Government as Purchasers for Low-Income People 
Iowa has been successful in moving Medicaid eligibles into case management 
programs but not HMOs. MediPass is a primary care case management 
(PCCM) system that operates throughout the state, but the HMO program 
covers only 43 of 97 counties in the state. In the PCCM, physicians serve as 
gatekeepers of high-cost care. The program grew from 60,000 Medicaid recip- 
ients (mostly people receiving Aid to Families with Dependent Children) in 
1992 to 95,000 in 1994. In 1994, there were only 130,000 Medicaid eligibles 
who had yet to be enrolled. MediPass is credited with lowering emergency 
room use through triage and referral to sources of care more appropriate than 
that offered in an emergency room. 





'Managed care organizations or other groups providing comprehensive packages of coverage for 
health services may have agreements (similar to subcontracts) with firms or organizations that 
specialize in providing specific plan benefits (e.g., mental health services, chemical dependency 
services). The health services provided by such specialized firms are referred to as carve-out ben- 
efits. Pharmacy benefits are often covered in this manner due to some unique and specialized 
activities associated with processing prescription claims and providing pharmacy services as a 
benefit. Specifically, the high volume of drug claims and the large variety of drugs covered, with 
each prescription being a service encounter, has prompted the development of firms that spe- 
cialize in processing and administering pharmaceutical services. 
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Iowa has not been as successful in purchasing HMO coverage for its 
Medicaid recipients as it has been at enlisting case management physicians 
for them. Although Iowa began to enroll Medicaid recipients in HMOs in a 
pilot project in 1986, Des Moines was not included. After that pilot project 
returned $3 million to the state from its unspent reserves during one year of 
operation, allowing Medicaid to lower its capitation rates the next year, the 
project was expanded to 10 areas in the state. There are now plans to enroll 
Medicaid eligibles in the Des Moines area in HMOs. 

The state is rapidly developing HMO coverage of mental health services. 
In March 1995, lowa awarded a contract to Medco Behavioral Care to 
implement a statewide managed mental health program called the “Mental 
Health Access Plan” under a 1915(b) waiver. (Medco Behavioral Care is a 
New Jersey-based organization specializing in the provision and adminis- 
tration of managed mental health services.) All 130,000 Medicaid eligibles 
are being targeted for eventual enrollment. Now that it appears many initial 
difficulties have been corrected, this system may provide a model for other 
states. 


Insurers and Health Plans 


Although there are multiple insurance companies in Des Moines, The 
Principal Financial Group and Blue Cross and Blue Shield dominate the 
market in managed care. Most managed care enrollees with both insurers are 
in PPO plans that have broad participation by most physicians in the area. In 
1993 the insurers adopted different strategies to make managed care products 
they thought would be more attractive to employers anxious to reduce the 
growth of their health care costs. The HMO plan owned by Principal Health 
Care, a subsidiary of The Principal Financial Group, functioned more like a 
PPO than an HMO: employers paid discounted premiums, providers were 
paid discounted fee-for-service rates, enrollees had no designated primary care 
physicians and they could self-refer to specialists. In 1993 they acquired 
United Health Care Plan with gatekeeper primary care physicians, and began 
to move HMO enrollees into gatekeeper model arrangements with price 
incentives for employers. In two years they doubled the fraction of enrollees 
in gatekeeper arrangements from one-quarter to one-half of their HMO 
enrollment. At the end of 1994, more than 40,000 enrollees were enrolled 
with gatekeeper primary care physicians, and more than 80 percent of those 
lived in Polk County and the immediate contiguous counties. Principal had 
expected a larger shift of enrollees to these products, but it found that pur- 
chasers were willing to pay slightly more not to have enrollees restricted to a 
single primary care physician, or to be required to obtain a referral to see a 
specialist. 
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Blue Cross and Blue Shield technically has no licensed HMOs, but it 
began in 1993 to develop Unity Choice Health Plan, a PPO with capitated 
payments to primary care physicians who served as gatekeepers. This plan is a 
joint venture of the Blues with the Iowa Health System providers, financed 
80 percent by the insurer and 20 percent by the providers. Plans are to 
increase the provider financial equity in the plan to align the financial risk 
incentives of the providers with reducing the growth of health care costs even 
further. At the end of 1994, the plan had about 8,000 enrollees, about half of 
whom lived in Polk County and the immediate contiguous counties. 

The reluctance of purchasers to commit to a single delivery system has slowed 
the growth of enrollment. 

Principal and Blue Cross and Blue Shield are competing heavily in terms 
of price and market position. The Blues had hoped to offer premiums for 
about 20 percent less than the cost of other products in Des Moines, but 
Principal bought United Health Care Plan and offered the lowest price in the 
market. One observer predicts that there will be an intense struggle over 
premium structure. 

Two managed care plans in Des Moines were not developed by insurance 
companies: John Deere Health Care was created by an employer and 
SecureCare of Iowa was developed by providers. John Deere and Company, 
pioneer of the HMO plan in Iowa, is expanding its market by developing its 
own staff model HMO and opening primary care clinics. John Deere Health 
Care, Inc., was created in 1993 to market management services to health care 
programs of other self-insured employers. In 1994, it established a Des 
Moines-based primary care clinic for its John Deere Family Health Plan, a 
staff model HMO. Currently, there are four such clinics in Iowa, particularly 
in areas where large numbers of company employees live. Two more clinics 
are planned. 

The newest managed care plan in the market is SecureCare, the only 
licensed ODS. Mercy Hospital Medical Center partnered with a physician 
organization formed by its own medical staff to create SecureCare, which 
began operation in early 1995. An organization that provides administrative 
services handles claims processing and financial risk management functions 
for the system. SecureCare, which has about 3,000 covered lives, will be 
offered as an option by the large employers purchasing cooperative as Mercy 
Accountable Health Plan, Inc., beginning in January 1996. It does not enroll 
Medicaid or Medicare recipients, although future participation in Medicaid is 
anticipated. 

Plans have little incentive to move into the Medicare risk contract market 
largely because of Iowa’s low Adjusted Average per Capita Costs (AAPCC) 
rates. Only rates in Mississippi are lower. Regional variations in Medicare 
payments are currently being debated at the federal level, and it is likely that 
they may end or be readjusted. Higher Medicare reimbursement rates may 


stimulate interest in developing more Medicare risk products in the Des 
Moines area and throughout Iowa. 


Providers 


For providers in Des Moines, the most significant change in the health system 
has been the shift in the control of care in their province to employers and 
insurers. Providers have responded to demands to reduce utilization but feel 
that the resulting cost savings have gone to the insurance sector. Providers 
feel strongly that as they assume greater financial risk, they deserve to share 
in the financial rewards. 

Market pressures in recent years have been greater on hospitals than 
on physicians. The Des Moines area has a lower ratio of physicians 
(154 physicians per 100,000 residents in 1990) and higher ratio of hospital 
beds (506 beds per 100,000 residents in 1990), compared with national rates 
(214 and 366 per 100,000 respectively). For this and other reasons, hospitals 
have taken the lead in developing delivery systems with their medical staff to 
maintain bed occupancy rates and market share. Hospitals can assume this 
leadership role because they are business oriented and have the financial 
resources and administrative experience to develop new enterprises. 

Physicians remained largely independent until recently and had not built a 
unified presence in response to market changes. As recently as two years ago, 
almost all physicians in Des Moines practiced individually or in small groups 
of no more than five. While the statewide rate of active nonfederal physicians 
per 100,000 residents is low, (154 compared with 214 nationally), and a 
majority of counties in the state (63 out of 99) are currently designated as 
medically underserved areas, there is an oversupply of specialists, and physi- 
cians are concentrated in counties that have metropolitan centers. In Des 
Moines, some specialists report having lost half of their patients and revenues 
in the past year. 


Hospitals 

Two of the five hospitals in Des Moines dominate the regional market and 
actively compete with each other: lowa Methodist Medical Center (now Iowa 
Health System) and Mercy Hospital Medical Center. Both are private, not- 
for-profit entities with similar payer mixes—about 40 percent Medicare, 

8 percent Medicaid, about 2 percent self-pay, and the remainder commercially 
insured. The three other hospitals include the Broadlawns Medical Center 
(the county Hospital in Des Moines), Des Moines General Hospital 

(a private facility), and the Veterans Administration Hospital. 

Hospitals in Des Moines and the rest of the state are trying to redefine 
themselves as integrated service delivery systems rather than inpatient cost 
centers. Two distinct types of provider organizations have appeared: horizon- 
tally integrated systems in which hospitals merge and consolidate outpatient 
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services, and vertically integrated systems in which hospitals acquire or 
partner with physician organizations, skilled nursing homes, home intra- 
venous-infusion companies, clinical laboratories, and durable medical 
equipment companies. Hospital mergers, acquisitions, or closings are gradually 
reducing excess capacity in Des Moines and other cities in the state. 

Iowa Health System has become the largest integrated system in central 
Iowa. It was created by a merger in 1992 between Iowa Methodist Medical 
Center and Lutheran Hospital, then the third largest facility in Des Moines. 
An important objective of the merger was to reduce duplicate services, and a 
savings of $11.5 million was reported after the first year. After Methodist 
merged with Lutheran, other hospitals followed suit, and according to one 
respondent, “Like the first olive out of the bottle, the rest are now coming a 
lot easier.” St. Luke Hospital in Cedar Rapids (450 beds) and Allen Memorial 
Hospital in Waterloo (200 beds), also merged with Methodist Hospital. 
Methodist Hospital is negotiating with five other hospitals around the state. 
These mergers could be finalized by 1996. 

Mergers and acquisitions address important needs for the hospitals. With 
each merger, lowa Health System helps expand the primary care base of the 
acquired hospital and offers technical support in finance and management to 
achieve cost efficiencies. In return, the acquired hospital refers its patients in 
need of specialist care to Methodist Hospital in Des Moines. 

For the past year there has been considerable development of organized 
delivery systems at lowa Health System and Mercy Hospital Medical Center. 
Iowa Health System includes two major sets of physicians, a large Des 
Moines-based group (Iowa Physicians Clinic) and a variety of smaller primary 
care group practices. As lowa Health System builds clinics in small towns sur- 
rounding Des Moines, clinics from other areas of the state have expressed an 
interest in acquisition. Physicians are salaried, receive administrative support 
and benefits, and are offered financial incentives to increase patient load. 

Mercy Hospital Medical Center competes vigorously with lowa Health 
System. In the past six months, Mercy has purchased 11 primary care prac- 
tices to form the largest private primary care clinic system in the state. Mercy 
purchased Westside Hospital to provide services that it formerly did not offer 
(e.g., mental health services) and formed a network of affiliated hospitals in 
central Iowa. And as mentioned, Mercy Hospital Medical Center partnered 
with a physician organization formed by its own medical staff to form 
SecureCare of Iowa, the first ODS. 

Not all communities surrounding Des Moines welcomed the expansion of 
these health systems. At least one group of three large employers from three 
communities (Pella, Oskaloosa, and Knoxville) 40 miles outside Des Moines 
developed its own system destined to become an ODS (South Central Iowa 
Health Care Partners) to compete with Des Moines-based plans and provider 
systems seeking to establish a presence in their area. These large employers 


formed a partnership with three primary care physician clinics (specialists are 
paid on a negotiated fee-for-service basis), three hospitals in the communities, 
and an insurer. Within three years, South Central Iowa Health Care Partners 
expects to offer a fully capitated managed care plan. In the first year of its 
operation, 22 percent of the employees of one of the large employers (Pella 
Corporation) converted their coverage to the new system. 

Despite rhetoric to the contrary, quality control initiatives are a lesser pri- 
ority in Des Moines than cost containment. Underutilization and denial of 
necessary care are not being scrutinized vigorously because, in the words of 
one hospital spokesperson: “The romance is still with saving money, so we 
aren’t looking at the other side of coin. It’s too early yet.” 


Physicians 

Physicians in Iowa are experiencing a transition as they join vertically inte- 
grated systems. The traditional mistrust between hospitals and physicians 
makes the formation of such systems difficult, but many physicians believe 
that vertically integrated systems help align the sometimes competing 
interests of hospitals and physicians. For example, paying physicians a capi- 
tated rate places them at financial risk for controlling service utilization and 
allows them to share in cost savings if they do. Decreasing physician use of 
resources associated with hospitalizations saves hospital costs, and some of 
these savings may revert to physicians. 


SecureCare of lowa 

The ODS SecureCare gives its more than 300 shareholder physicians a role in 
the ownership and governance of the plan. As an example of addressing 
physician concerns, the plan will focus its first physician evaluations on 
clinical profiles, not financial profiles. If the practice profile of a physician is 
unsatisfactory, the plan will not automatically exclude him or her but will 
apply educational interventions and comparisons to peer norms for service 
use, costs, and outcomes. According to SecureCare representatives, five issues 
will determine the future success of SecureCare: (1) the ability of its spe- 
cialists to better manage their resources and costs, (2) access to capital, 

(3) acquisition of a sophisticated medical information system, (4) the 
potential for a price war with competitors that might force SecureCare out of 
the market, and (5) the ability to expand and offer its product statewide by 
developing relationships with the 14 Mercy-affiliated hospitals. 


lowa Physicians Clinic 

The Iowa Physicians Clinic (IPC), comprising over 100 internists, developed 
a relationship with Methodist Hospital about seven to eight years ago. 
Initially an IPA, the IPC evolved from a loose affiliation of physicians into an 
integrated professional corporation two years ago. A major challenge for the 
IPC is its relationship with specialists. An excess number of subspecialists and 
surgeons in the community has forced IPC to address the appropriate distrib- 
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ution of specialists, the affiliations these physicians should pursue, and the 
equity of various reimbursement methods. 


The lowa Clinic 

An up-and-coming competitor for the IPC, the Iowa Clinic began as an inde- 
pendent physician organization approximately five years ago. In 1993, the 
members decided to move from a loosely affiliated organization to an inte- 
grated one, and as of July 1995, the Iowa Clinic became a professional corpo- 
ration. The group is specialist dominated. Only 30 of the 120 members are 
primary care physicians. Medicare accounts for over 50 percent of revenues, 
payments from the commercial sector constitute 40 percent, and the 
remainder is reimbursed by Medicaid. About 65 percent of the Iowa Clinic’s 
reimbursement from commercial insurance involves PPO/discounted 
indemnity products. 

The Iowa Clinic’s loose affiliation with the lowa Health System may be 
problematic in the future. Clinic physicians are not merged with the Iowa 
Health System, and an administrator at the lowa Health System noted that 
in the future, contractual relationships with individual specialists may be the 
norm. This could endanger the long-term viability of the Iowa Clinic. 


Public Providers of Care for the Indigent 

Public providers, such as the county hospital (Broadlawns Medical Center) 
and community health centers, have shifted their focus from inpatient care to 
outpatient primary care in the face of pressure to contain costs. The demand 
for public outpatient services is increasing in Des Moines. For instance, out- 
patient visits at Broadlawns doubled from 1980 to 1994, but emergency room 
use decreased 19 percent because all emergency room patients are now triaged 
and redirected to community health centers where appropriate. The hours of 
the community health centers have been expanded, and walk-in patients are 
accepted. In addition, Broadlawns is opening primary care clinics. Patients are 
encouraged to identify with a primary care physician and to use the 
appointment system at the clinics as opposed to dropping into emergency 
rooms. However, the facilities lack a computer-based information system to 
make records and encounter information available at all points of service 
where the patient may make an appointment. Without this kind of health 
record, quality of care may be compromised. 


Academic Health Centers 

There is no academic medical center in Des Moines. People needing tertiary 
care are referred to the University Hospitals of the State University of lowa 
in Iowa City, which is about 100 miles away from Des Moines. Low-income 
patients in the Des Moines market counties are referred to the University 
Hospitals for specialist care through the State Papers Program. In this 
program, the state government gives every county a fixed amount of money to 
pay for specialist care for indigent patients at the academic medical center. 


For example, Broadlawns sends 300 to 400 indigent patients per year to the 
University Hospitals for care. 


Consumers 


... The clamor for health reform is probably the same here that we 
thought it was at the national level. There was a lot of talk about it, but 
when it came down to the specifics of what it really involved, people 
were not that eager to make the change. 


—Health plan spokesperson 


Consumers are most concerned about restrictions on their freedom of 
provider choice; these concerns have been a major factor impediment to the 
development of managed care plans in central Iowa. Employers discovered 
that any plan that restricted members to one of the two major Des Moines 
hospital systems was rejected by employees. In fact, at Polk County town 
meetings in 1994, when residents were asked about the most important com- 
munity health concerns, “barrier-free services” ranked third after lack of indi- 
vidual responsibility and substance abuse. 

Consumers in Des Moines, unlike those in other parts of the country, are 
not as concerned with health care costs. While incomes are above the 
national median, average health care costs per person are 18 percent lower in 
Des Moines than the national average. In addition, employees often do not 
pay more for indemnity health insurance plans that provide generous benefits 
than for more restrictive managed care plans. In an informal survey con- 
ducted by the local newspaper, 9 of 15 large employers neither passed on to 
employees any increase in health plan costs nor raised copayments or 
deductibles for more expensive indemnity plans. 

Providing care for the uninsured has not been as pressing a problem in 
Des Moines as elsewhere in the country. Iowa’s uninsured rate (10.5 percent 
in the early 1990s) is one-third lower than the national rate (15.8 percent). 
Of these uninsured people, 70 percent are employed or have a spouse who is 
employed. Most are young and have elected to go without coverage rather 
than pay the full cost of insurance. Of 250 new patients seen each month at 
the Broadlawns hospital and clinic, about 60 percent are employed full time, 
80 percent of whom are offered insurance by employers but find it too 
expensive. 

While there is no group in Des Moines that acts as an advocate in health 
system change, stakeholders in the system recognize that consumers could be 
better educated about the appropriate use of health services, benefit choices, 
and quality of care issues. Employers and health plans are providing education 
on prevention and care of chronic conditions. A former state legislator heads 
a consumer health education service that is marketed to employers. 
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v A VY Future Developments 


Although managed care has not made dramatic inroads in Des Moines, 
market forces may accelerate its development. First, employer pressures on 
insurers and providers may lower health care costs. The 8 percent increase in 
indemnity insurance premiums on July 1, 1995—the first increase in several 
years—should keep health care costs on the “front-burner” and fuel interest 
in managed care plans. Some observers believe that employers will begin to 
pass on increases in insurance costs to employees in order to encourage them 
to make more cost-consciousness choices of health insurance coverage. 

It is also likely that pressure to reduce health care costs will come from 
greater use of care that is expected as the population in lowa ages. There is a 
projected 20 percent increase in the number of Iowans who will be between 
45 and 64 years old by the year 2000, compared with the same demographic 
group in 1990. The over-75 population is also projected to increase substan- 
tially (26.8 percent) by the year 2000. Tensions between the shrinking 
number of working young and the growing number of retirees may grow. The 
aging and growth of the Medicare population, coupled with the expected rise 
in Medicare reimbursement rates in 1996, will create financial incentives for- 
profit Medicare HMOs to enter the market. It is not clear, however, how 
readily the large rural elderly population will accept managed care. 

The 13-year stewardship of Governor Branstad and the bipartisan support 
for health system change suggest that the current administration’s policies 
should dominate the public policy agenda in the near future. The state gov- 
ernment is seeking to increase enrollment of Medicaid recipients in HMOs by 
expanding HMOs and ODS plans. 

Insurers are expected to compete aggressively to increase their market 
share by offering a variety of managed care products, forming statewide and 
regional networks, and pressuring providers to lower costs while seeking ways 
to ensure quality of care. Competition among insurers over premium rates will 
be intense and is likely to cause some smaller insurers to expand their niche 
or exit the market. 

Driven by the growing interest of employers and payers in controlling 
costs, provider mergers and acquisitions will likely lead to the formation of 
two or three major provider networks in central Iowa and throughout the 
state. These networks will compete on the basis of cost, access, and perceived 
quality. This development will be welcomed by private employers who would 
then absent themselves from designing, monitoring, and evaluating multiple 
health plans: 


The way to take out a cost is to shift the risk for doing the job right to 
those who are paid to do the job. You keep practice standards and 
quality measurement systems, but you don’t have to hire someone to 


review and report. We are going to associate with organizations that 
assume greater risk until we can afford to be nothing but bill payers 
again—a 360 degree circle back to the 1950s. 

—Large-employer spokesperson 


In the future, physicians are likely to develop tighter affiliations and join 
larger consolidated groups, such as vertically integrated systems, that may 
allow them to regain control of patient care and maintain or reestablish pro- 
fessional autonomy. However, some analysts argue that the hospitals, rather 
than the physicians, will ultimately dominate these systems, because of their 
financial resources, business expertise, and administrative acumen. 
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VW A VY Overview 


A declining population and a shrinking economic base have led to many of 
the changes in the health care system of rural northwest Minnesota. 
Increasing technology has made small family farms economically infeasible. 
Younger families have left the rural farming communities, and primarily 
middle-age and elderly people living on fixed incomes remain. The combi- 
nation of a decreasing and aging population has significantly contributed to 
many of the region’s small rural hospitals becoming financially unstable or 
closing. At the same time, local nursing homes are full, and the demand for 
home health services is increasing. 

The fate of these rural communities’ health care systems is closely tied to 
actions taking place in Fargo/Moorhead, an urban center situated on the 
border of Minnesota and North Dakota. Competition is increasing between 
the two major Fargo/Moorhead-based health provider systems—MeritCare 
and Dakota/Heartland—and they are reaching out to rural areas for referrals. 
The two systems have both bought or contracted exclusively with physician 
practices and provide specialty care to rural communities with rotating physi- 
cians. Since patients needing inpatient care are increasingly using Fargo/ 
Moorhead hospitals, many rural hospitals have closed or are in financial 
trouble. This has reduced access to local inpatient care, but residents of rural 
communities seem to experience an increase in access to primary and spe- 
ciality care. Transportation to emergency and tertiary care can still be a major 
problem for rural residents, however, especially in the winter and for the 
elderly. 

Over the past three to five years, the Fargo/Moorhead area has seen sub- 
stantial consolidation among hospitals, and hospitals and physician groups are 
more closely integrated. This has strengthened the interdependence between 
rural providers and those in Fargo/Moorhead. The composition of the hospital 
sector has changed from five independent hospitals, not including the VA 
Hospital, to three hospitals, which are organized into two competing health 
systems. Hospital-led networks that include vertical integration with 
physician groups and expansion into rural areas have developed as a result. 
With some reluctance, physicians are merging or affiliating with one of the 
two hospital systems or looking for partnerships with insurers. The completely 
independent physician is rare in this market. Most physicians have joined 
group practices connected to large physician-based clinic systems based in 
Fargo or Grand Forks, North Dakota. Physicians gain access to patients. who 
are increasingly steered to these clinics through contracts between the clinic 
systems and insurers. 

These changes are attributable to not only competition among hospitals 
and physicians for a declining base of patients, but also growing demands by 
payers (both employers and insurers) for lower-cost contracts. Although the 
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HMO penetration rate remains quite low, preferred provider organizations 
(PPOs) are gaining in popularity. Insurers are lowering prices by negotiating 
discounted fees with hospital systems and physician group practices rather 
than capitating providers or performing strict utilization review. While 
providers are not eager to assume risk, they recognize that capitation and 
direct contracts with employers are on the horizon. Provider groups are 
preparing by investing in information systems that will help them share risk. 

Health care policy developments in Minnesota and North Dakota are 
not major reasons for change in this market. The Minnesota government 
has enacted a set of comprehensive reforms over the past four years— 
MinnesotaCare legislation—including those specifically targeted to sup- 
porting rural providers, but they have had little effect so far. This legislation 
may have spurred consolidation of health plans in the Twin Cities, but the 
consolidation of hospitals and physicians in this region appears to be driven 
more by market forces. In contrast, the North Dakota government has done 
far less in health care policy than Minnesota has. 

Some developments are considered likely, but there is much uncertainty 
about the future. Competition between the two health care systems is 
expected to increase, and more public and commercial enrollees are expected 
to join managed care plans. This does not necessarily mean significant HMO 
growth. Employers may follow the lead of one of the largest employers in the 
area by contracting directly with providers who can offer an integrated, 
managed system of care. In an area heavily dependent on Medicare revenue 
and agricultural price supports, federal actions could change the landscape of 
the health care system in this region. 


Community and Health System Background 
Demographics and the Economy 


Fargo/Moorhead is the urban center for surrounding rural communities in 
Minnesota and North Dakota.' Farmland, wooded lake regions, and small 
tural communities of fewer than 2,500 people characterize the region. Fargo’s 
1990 population was approximately 77,000, and Moorhead’s was about 
32,300. The combined metropolitan area had a population of nearly 158,000. 
Population in many rural communities is declining. Between 1980 and 
1990, the population of the rural communities surrounding Fargo/Moorhead 
dropped by 10 to 20 percent, while the population of Fargo/Moorhead itself 
increased by as much as 10 percent. As rural residents migrated to the metro- 





'The site visit examined Fargo/Moorhead and four rural Minnesota communities within a 50-mile 
radius in Norman, Grant, and Otter Tail counties in west central Minnesota. 
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politan area, the percentage of elderly residents in the rural communities 
grew. By 1990, 15 to 25 percent of the population in Norman, Grant, and 
Otter Tail counties was older than age 65; while just 10 to 14 percent of the 
Fargo/Moorhead population was this age. During the summer months, some 
rural communities have a population increase of several thousand when 
migrant farmworkers arrive to harvest crops and tourists visit the region’s 
lakes. 

In rural communities, farming and tourism dominate the economy. Rural 
hospitals and nursing homes are also major employers in communities where 
they are located. For those communities dependent solely on agriculture, sur- 
vival and economic growth are tenuous; growth is based heavily on federal 
agricultural legislation affecting farm price supports and international trade. 
An average of 40 to 49 percent of the population lives below 200 percent of 
the poverty level in rural communities, compared to the national average of 
36 percent and the statewide average of 30 percent. 

Health care is the major industry in Fargo/Moorhead; more than 6,800 
people are employed by private hospitals, clinics, and insurers. The three col- 
leges, including one run by Minnesota State, employ another 4,700 people. 
Other major employers in the metropolitan area include the two city govern- 
ments and American Crystal Sugar, which processes the main agricultural 
crop of sugar beets and employs about 2,000 people. A number of large com- 
panies (e.g., Cargill) have recently moved some of their operations to the 
area, leading to what one observer called the “nationalization of Fargo.” 
Unemployment in the Fargo/Moorhead area was 3 to 5 percent, compared to 
a rate of 6 to 9 percent in rural areas. However, many jobs are in the service 
industry, where earnings are low. 


Health System History 


In the past, communities in rural Minnesota often had their own community 
hospital and a small physician group practice. Many of the rural hospitals 
were affiliated with a nursing home, usually offering more beds than the hos- 
pital and often operating at full occupancy. When federal swing bed’ legis- 
lation was approved in 1985, most rural hospitals seized the opportunity and 
converted inpatient beds to swing beds. However, the state has not permitted 
new nursing home beds to be built since 1983, and this has prevented full- 
fledged conversion of inpatient beds to long-term care beds. 

Over the past ten years, rural hospitals’ financial status has become more 
precarious. Since 1989, one hospital located in Moorhead closed; four hos- 





*Swing beds are inpatient beds that can be used to provide post-hospital extended care services. 
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pitals in the outlying rural areas have closed over the last 10 years. Three of 
these five hospital closings occurred between 1991 and 1994, indicating that 
financial pressures have become more intense in the recent past. More rural 

hospitals and physician practices have become linked through ownership or 

contracts with provider-sponsored systems based in Fargo/Moorhead. 

The Fargo/Moorhead health system has traditionally had a high percentage 
of hospitals and physicians practicing in the area. Until about ten years ago, 
most hospitals were owned by Catholic or Lutheran church groups. Over the 
past six years, the number of hospitals in metropolitan Fargo/Moorhead has 
declined from four independent hospitals to three, all of which belong to two 
private health systems.’ One of the two private systems, MeritCare Health 
System, was formed by a merger in the early 1990s between St. Luke’s 
Hospital (along with an affiliated Children’s Hospital unit) and the Fargo 
Clinic, a multispecialty group practice. The other major system, Dakota 
Heartland Health System, owns two hospitals and was purchased in 1992 by 
Texas-based Champion Health Care, a for-profit hospital chain. 

There is very little managed care in the area, with no more than 5 percent 
of the insured enrolled in HMOs. In the mid-1980s, MedCenters HMO, 
based in Minneapolis/St. Paul, and the Fargo Clinic, before it merged with 
St. Luke’s Hospital, collaborated on a Medicare risk product. However, the 
arrangement proved unprofitable for the HMO and the medical group. The 
HMO abandoned the Medicare risk contracting business as well as the area, 
and members were forced to make other choices. That experience left a bad 
impression of managed care with many area residents. More recently, there 
has been limited acceptance of managed care, but HMO enrollment remains 
low. 


Health System Change 
Public Policymakers 


Policy developments have not had a major impact on this market. Even those 
provisions of Minnesota’s legislation that were specifically designed to address 
rural health care problems have only had some impact on rural hospitals or 
other providers. Two sets of provisions in the Minnesota reforms appear to 
have had some effect on the Fargo/Moorhead health care system. One pro- 
vision made it easier for rural providers to compete with large, urban-based 
health plans. The other provision provides state-subsidized health coverage 
for working low-income families. Future market changes are expected as 
managed care programs for all publicly sponsored patients are implemented. 





>There is also a VA hospital in the area. 
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North Dakota has not enacted any major health policy changes over the 
past few years. The state enacted some small group market reforms (closely 
patterned after the National Association of Insurance Commissioners [NAIC] 
model act) and expanded Medicaid coverage for pregnant women and 
children. These reforms are much less significant than Minnesota’s efforts, so 
it is not surprising that interviewees failed to mention them during our discus- 
sions. These policies appear to have had very little impact on market 
behaviors. 

MinnesotaCare, the state’s health care reform legislation, was first enacted 
in 1992 and has been changed every year thereafter. The legislation includes 
several major features: (1) a program that provides state-subsidized health 
coverage for the working poor (also called MinnesotaCare, which causes some 
confusion) and a commitment to achieve 96 percent coverage by the year 
2000; (2) insurance reform for employers with fewer than 30 workers, as well 
as individuals; (3) reconfiguration of the delivery system to create Integrated 
Service Networks (ISNs) that would provide a defined set of benefits to 
enrollees on a prepaid, capitated basis; and (4) regulatory control of spending 
growth through per-patient revenues and insurance premium limits.‘ 

In addition, the 1994 MinnesotaCare law supported the creation of 
Community Integrated Service Networks (CISNs), which were designed to 
give smaller, rural health providers an opportunity to create health plans with 
less capital and fewer enrollees. CISNs were conceived as “home-grown” net- 
works that could accept risk before all health plans are required to become 
ISNs. CISNs were licensed two years before ISNs and were limited to 
enrolling no more than 50,000 people. CISNs were designed to take into 
account the needs of rural, community-based providers, according to the fol- 
lowing criteria: 


e Exemption from several HMO regulatory provisions not consistent with 
future ISN requirements; 


e Ability to phase in financial solvency requirements and put up reserves 
through “accredited capitated provider arrangements,” which require 
providers to deliver contracted services if the plan gets into debt; 


e Requirement to offer the same benefit package an HMO does, but allowed 
to charge a higher deductible; 


¢ Requirement to have 51 percent of its governing board members in resi- 
dence within the CISN service area, compared to 40 percent for HMOs; 





‘Further information on the MinnesotaCare legislation is available in the Community Snapshots 
Site Visit Report on Minneapolis/St. Paul. 
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¢ Requirement to participate in publicly funded programs, such as Medicaid 
and MinnesotaCare; and 


¢ Protection from antitrust lawsuits through state action immunity for 
providers who come together to assume financial risk. 


Only three CISNs have been licensed so far by the state, and only one 
application has come from the Fargo/Moorhead and rural northwest 
Minnesota area. The Dakota Clinic and Blue Cross and Blue Shield of 
Minnesota have considered the possibility of applying for a CISN license. 
At the beginning of August 1995, they submitted an application for CISN 
designation for the Dakota Community Health Network to include the 
Dakota Clinic, but not specifically any one of the hospitals. The provider 
systems do not appear eager to develop their own ISNs or CISNs. This may 
be because of 1995 legislation repealing the RAPO provisions.’ 

The second set of reform provisions that have affected the area increased 
coverage of low-income uninsured people through the MinnesotaCare subsidy 
program. Families with children who earn below 275 percent of the federal 
poverty line are eligible for the subsidies. Subsidies vary based on income. 
Approximately 80,000 people across the state are currently enrolled in the 
program; about 9,300 enrollees live in the 14-county northwest rural 
Minnesota region. This is about 12 percent of all enrollees statewide, an 
indication of the area’s higher proportion of low income people. Local 
community-based providers agree that the program is vital to cover many 
otherwise uninsured people. However, the numbers enrolled are still too small 
to have a noticeable effect on revenues. 

Two other provisions of Minnesota’s health care reform legislation may 
affect the area more significantly. Minnesota’s Section 1115 waiver appli- 
cation, which sought federal authorization to mandate managed care 
enrollment for Medicaid recipients throughout the state, was approved in 
April 1995. This permits the state to expand its Prepaid Medical Assistance 
Program (PMAP—the Medicaid managed care program) to rural areas of the 
state. Clay County (which includes Moorhead) was expected to join the 
program in November 1995. The waiver also allows the state to require 
current MinnesotaCare beneficiaries to enroll in managed care plans. This 
means that Medicaid and MinnesotaCare enrollees will represent an 
increasing portion of HMOs’ and providers’ business in the coming years. 





*The 1995 MinnesotaCare law delayed the requirement that all health plans become certified as 
ISNs until 1997. It also repealed the regulated all-payer option (RAPO), which would have 
required state rate setting for all providers not reimbursed through ISNs or CISNs. Repeal of 
RAPO lessened the pressure for providers to become part of CISNs or ISNs, and many believe 
that even the ISN legislation may be repealed in the future. 


6 A Fargo, N.D./West Central Minnesota 


The 1995 MinnesotaCare legislation authorized a pilot program for two 
health care cooperatives (provider-led organizations) to contract directly with 
self-insured employers, as some physician-hospital organizations (PHOs) seek 
to do elsewhere.° Employers in the area are interested in direct contracting, so 
the results may have important implications. 


Purchasers 


Purchasers have not traditionally had great influence on the local health care 
market, but they are beginning to hold down employee health costs. 
Employers are taking advantage of increased competition among providers 
and insurers to negotiate discounts. While not organized to do group pur- 
chasing, employers have formed a coalition so they can share information on 
costs and payments for different procedures. State and local government pur- 
chasers are also pushing the market toward managed care plans and seem to 
be moving toward contracting directly with providers. 


Employers and Employer Coalitions 

According to interviewees, almost all employers, even small ones, provide 
health insurance to employees. The coverage usually consists of a conven- 
tional indemnity plan with cost sharing or PPOs. Blue Cross and Blue Shield 
dominates the market in both product lines. 

More sophisticated purchasers are moving into the area, and those 
indigenous to Fargo/Moorhead are gaining greater savings. Self-insured 
employers tend to favor managed PPO networks (those with utilization con- 
trols) rather than HMOs to offer employees more provider choice. Employers 
prefer to deal with one health plan/insurer/administrator, and PPOs can 
provide employees with a choice of providers at lower cost than indemnity 
plans. They can also preserve current benefits, which is important to labor 
unions. A few of the larger employers are also beginning to examine the 
quality of care delivered by providers within the PPO network to make their 
choices among health plans. As more companies express an interest in direct 
contracting, hospital systems have started to market their services to 
employers. 

Employers are also moderately successful in negotiating prices with 
indemnity plans. Some of the larger employers have maintained flat premiums 
or negotiated small rate decreases; others have extended the contract period 





‘Such cooperatives, similar to PHOs, are already authorized by Minnesota law. Cooperatives 
allow providers to consolidate administrative functions, offer a single point of contracting with 
health plans (not self-insured employers), and permit the creation of a more integrated provider 
network that might ultimately be able to take on risk. 
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and guaranteed rates. To keep premiums level, several employers have also 
increased co-payments and deductibles. Some employees seem willing to 
make this concession if premiums are held down and services remain con- 
stant. 

A few years ago, eight of the largest employers in Fargo/Moorhead created 
the Northwest Coalition as a way to share information on health care costs 
and charges for various procedures. All employers in the Coalition are self- 
insured, although this is not a requirement for participation. The Coalition 
does not negotiate prices, primarily because individual company labor union 
contracts limit its ability to bargain as a group for a common benefit package. 
The group has become an important source of trend data on costs, practice 
patterns, utilization, and prices. Several of the purchasers collect and share 
data on diagnosis-related group (DRG) prices, which they use to negotiate 
premiums with insurers. 


State and Local Government as Purchasers for Low-Income People 
State and local governments are some of the most aggressive and sophisti- 
cated purchasers in this market. Minnesota state government employs 
numerous residents at the state university in Moorhead, at various regional 
offices of state government, and at a state psychiatric hospital in Fergus Falls. 
Because the state restricts employee choice to either HMOs or PPOs, some 
Minneapolis/St. Paul plans have tried to enter the Fargo/Moorhead market 
with competitively priced plans. The city of Fargo began to contract directly 
with both provider systems on a discounted fee-for-service basis. When it did 
so, its health care costs were reduced significantly. 

Contracting directly with providers could become much more popular 
since the city of Fargo and the state have taken the lead.’ Some Coalition 
members anticipate that direct contracting will be part of their future strategy 
to achieve greater price discounts. Large employers may go straight from 
indemnity insurance to contracting directly with providers who have inte- 
grated, managed systems of care. The state’s Medicaid and MinnesotaCare 
managed care strategy could also contract directly with integrated systems. 
The state believes this can be appropriate as a way to introduce capitation to 
providers in less populated areas where there may be no HMOs. 





’The state employee benefits program recently announced that it had joined the Twin Cities- 
based Business Health Care Action Group, which has publicly indicated its intent to pursue 
direct contracting starting in 1997. For further information, see the Minneapolis/St. Paul Site 
Visit Report. 
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Providers® 


Hospitals and physician groups create the most change in this market. By the 
late 1980s, it became clear that providers needed to consolidate resources. 
The area was experiencing a declining and aging population base, an over- 
supply of hospital beds, reduced lengths of stay (and payments) because of 
DRG-based reimbursement used by Medicare and both states’ Medicaid 
agencies and shifts toward greater use of outpatient surgery, and scrutiny of 
hospital admissions. These factors and others contributed to financial troubles 
and dropping occupancy rates. The three major physician groups did not col- 
laborate with the hospitals and in some cases actively competed with them 
over contracts with insurers. Twin Cities health plans had begun to scout the 
area for new provider affiliations. 

Rather than be controlled by outside insurers or HMOs, the providers 
merged or sought strategic alliances to consolidate their strength. The 
resulting shake-ups included two hospital consolidations, one hospital- 
physician group merger, the buy-out of one hospital by an out-of-state for- 
profit hospital chain, the closing of one urban hospital and four rural hos- 
pitals, and the expansion of Fargo/Moorhead-based physician groups into 
rural areas. Two health systems are now competing with each other to provide 
low rates to purchasers and insurers and serve a growing number of rural com- 
munities. 


Hospitals 

Rural hospitals face the classic problems of an aging population base, trouble 
recruiting and retaining physicians, closing hospitals, deteriorating physical 
plants, obstacles to capital, and low Medicare and Medicaid reimbursement 
rates. Many remaining hospitals have entered into mutually beneficial cooper- 
ative arrangements rather than mergers with the Fargo/Moorhead hospital- 
based systems and physician-led clinics. 

Most rural communities want to keep their local hospital. Therefore, rural 
hospitals struggle to survive on their own rather than allying with larger 
systems. Mergers and rural network developments are not as popular as they 
are in other rural areas. Community members’ creativity has led to the con- 
tinued operation of some hospitals against adversity. In one community, one 
particularly energetic couple (he the sole physician, she the hospital adminis- 
trator) were the only reason a particular hospital was saved. 





8Because of their dominance in the system, the providers section appears in this report before the 
insurer section. 
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Rural hospitals’ survival strategies include reducing hospital inpatient beds, 
converting beds to long-term care use, providing home health services, and 
developing expanded outpatient clinic capacity. In one community, a satellite 
clinic was established in a neighborhood that recently lost its hospital. Many 
hospitals have obtained rural health clinic designation for their clinics to 
qualify for cost-based reimbursement to strengthen the financial standing of 
their outpatient centers. Rural hospitals have also expanded care in ambu- 
lance and emergency services, cardiac rehabilitation, respite care, hospice, 
and home health care. In other communities, expansion into home health 
care represents a threat to the county health department, which has tradi- 
tionally been the sole provider of this service. 

While rural hospitals may not want mergers with hospitals in Fargo/ 
Moorhead, they appear to welcome certain types of affiliations. Hospital 
systems in Fargo have begun sending affiliated specialist physicians on a 
rotating basis to surrounding rural communities to offer specialty clinics and 
expand their referral base. Large hospital systems are also offering man- 
agement support services; several hospitals have management agreements 
with MeritCare, for example. Affiliations with a larger center allowed a rural 
hospital to reduce administrative staff and has given it access to business 
expertise and technical assistance, greater access to specialists, continuing 
education, public relations, marketing, and quality assurance programs. 
Expensive technologies are now more available as a result of affiliations with 
a larger, wealthier health system. 

Numerous hospitals in Fargo/Moorhead have merged. Direct competition 
in a more concentrated area seems to have left them with few other options. 
Over the last six years, the number of private tertiary care hospitals in 
Fargo/Moorhead has been reduced from four independent facilities to three 
facilities organized into two hospital systems. Some observers believe that the 
community needs only one hospital system to serve the regional population, 
but this may not be possible because of antitrust considerations.’ 

Both major provider-based systems have extensive links with rural 
physician group practices and clinics. MeritCare Health System, which con- 
solidated Fargo-based St. Luke’s Hospital and Children’s Hospital with a 
large multispecialty physician group practice called the Fargo Clinic, owns 
5 clinics in Fargo and 25 clinics in rural Minnesota. This year, the Dakota 
Heartland Health System was formed through a merger of Heartland Health 
System (which is a merger of two hospitals: St. John’s Hospital in Fargo and 
St. Angstar hospital in Moorhead) and Dakota Hospital in Fargo."° 





*Significant consolidation among providers prompted an investigation by the Federal Trade 
Commission (FTC) into possible antitrust violations. According to local sources, the FTC con- 
cluded that consolidation into two major systems did not threaten fair competition. 

‘Dakota Heartland is now seriously considering closing the Heartland Hospital. 
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Dakota Heartland owns Heartland Network, Inc., a loosely structured 
independent practice association (IPA) that contracts with approximately 
90 physician members in eight clinics in Fargo/Moorhead, as well as scattered 
physicians throughout the surrounding rural areas. To compete more effec- 
tively with its major rival (MeritCare), Dakota Heartland is also trying to 
forge a closer partnership with the multi-group practice, Dakota Clinic, whose 
members provide outpatient services in 18 health centers in the region. 

Through vertical integration, MeritCare has become better positioned to 
negotiate with insurers and, like the rural hospitals, maintain its indepen- 
dence. For example, MeritCare Health System has negotiated contracts with 
two large health plans based in Minneapolis/St. Paul. MeritCare’s clinics were 
already in the Blue Cross and Blue Shield managed care network, and the 
system is exploring the development of its own managed care product. Dakota 
Heartland and Heartland Network IPA have also obtained some contracts 
with insurers. They have not been as successful, partially because they lack a 
closely integrated physician group. 

Competition between the two systems has forced a number of changes in 
internal operations as both hospital systems look for ways to cut costs and 
improve their competitive advantage. Both systems have attempted to elim- 
inate duplication of services, reduce administrative overhead, and discontinue 
unnecessary staff positions. Each system is also closely monitoring such 
business indicators as staffing ratios and standardizing clinical practice pro- 
tocols to minimize inpatient days. One hospital system is investigating tech- 
nologies such as information systems to position itself to assume risk under 
capitation. It is not clear how these changes will affect the two systems’ rural 
operations. 


Physicians 

Physicians in the Fargo/Moorhead area are changing their practice patterns in 
response to market pressures to maintain their patient base. In rural commu- 
nities, the situation is very different. Norman, Grant, and Otter Tail counties 
are all designated as Medically Underserved Areas and Health Professional 
Shortage Areas. Specialty care is generally referred to Fargo, Minneapolis/ 
St.Paul, or Rochester, Minnesota. Because of the shortage of physicians and a 
perception of lower quality care, younger people are particularly inclined to 
travel to Fargo/Moorhead to receive what they believe to be higher quality 
medical care. There was a noticeable increase in the use of mid-level practi- 
tioners, because of their lower cost. In 1985, one hospital employed 3 to 

4 midlevels; now that hospital has 35 physicians assistants or nurse practi- 
tioners on staff and is recruiting more. 

Some rural hospitals have hired physicians under the J1 visa program, 
which gives foreign-trained physicians an opportunity to practice in this 
country. Others are looking at telemedicine to reduce the isolation commonly 
experienced by physicians practicing in a rural community. One rural center 
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is using telemedicine to work with a major tertiary care hospital in 
Minneapolis. The rural physician at this center is very satisfied with the tech- 
nology. From a clinical perspective, he can confer with specialists on par- 
ticular cases; from an educational perspective, he can participate in grand 
rounds and other educational presentations conducted at the Minneapolis 
hospital. 

To reduce the burdens and lessen the isolation associated with solo 
practice, most physicians who remain in small rural towns organize into 
groups that have become part of the large multispecialty group practices based 
in Fargo/Moorhead. Purchasers favor contracts with the large physician 
groups, so becoming part of one of the large groups has become more critical 
to ensure access to patients. Network affiliation often determines the hospital 
where a physician practices. Since each network has a relationship with a 
particular hospital, physicians feel their access to a hospital may be 
threatened if they are not affiliated with at least one network. 

In this region there are three network choices: Dakota Clinic, the 
Heartland Network, Inc., or MeritCare. The largest of the three is MeritCare 
Clinic, which merged with the MeritCare Health System in 1993 and 
employs nearly 250 physicians. The Dakota Clinic, a 175-physician multi- 
specialty group, offers services at 18 regional health care centers. While it 
admits patients primarily to Dakota Hospital, the Dakota Clinic remains 
independent from the Dakota Heartland Health System. To compete with the 
Dakota Clinic and MeritCare, more than 90 independent physicians signed 
up with Heartland Network IPA. 

Dakota Heartland Health System has also acquired some physician prac- 
tices and then subcontracted with the physicians for particular services, 
including referral to their hospital. This strategy has been used to develop 
closer alliances with the physicians who remain independent. As a result of 
this arrangement, physicians lose some control of their time and income but 
gain the administrative efficiencies of the larger system. They may also obtain 
financial support when resources are needed. 

While MeritCare’s hospitals and physicians contract as one entity, Dakota 
Clinic physicians and those affiliated with Heartland Network remain free to 
establish their own contracts with insurers. Unable to resolve difficulties with 
Dakota Hospital, Dakota Clinic physicians have concentrated on partnership 
with Blue Cross and Blue Shield, with whom they have proposed a CISN, 
and other possibilities. The Heartland Network IPA, a partner of the Dakota 
Heartland Health System, offers employer discounts and participates in 
managed care contracts. 

There is not much risk sharing or capitation of physicians in this market, 
but physicians are becoming more aware of costs. While they are not ready 
for capitation, physicians are accepting reduced fee-for-service in order to par- 
ticipate in various PPO panels. Physicians fear the loss of control of clinical 
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decision making and the possible deterioration of the physician-patient rela- 
tionship under a capitated managed care system. This makes recruitment and 
retention of physicians an issue. One group that applied for a CISN license 
found it very difficult to recruit area physicians into its proposed capitated 
program. 


Public Providers 

Although this area traditionally is associated with a small population of unin- 
sured, as well as the attitude that individuals can and should take care of 
themselves, there is a demonstrated gap in service delivery. The needs of 
uninsured and underserved people are met primarily by a half dozen federally 
qualified health centers (FQHCs) and several public health departments. As 
Medicaid and MinnesotaCare programs plan to convert enrollees throughout 
the state into managed care systems, public providers are preparing to partic- 
ipate in the networks that serve these people. 

Because of the low unemployment rate and the tendency of most 
employers to provide health insurance, few people in the Fargo/Moorhead 
metropolitan area are uninsured. However, in some residential areas, more 
than 60 percent of the residents are uninsured. Language is also a barrier to 
health care for migrant farmworkers, who are increasingly likely to stay all 
year in the Moorhead area. 

In rural areas, hospitals are committed to serving uninsured people. In the 
metropolitan area, the commitment to the uninsured is less evident. The 
amount of uncompensated care provided by the hospitals may not have 
changed as a result of hospital consolidation and competition. But the hos- 
pital systems have not collaborated with the safety net providers to increase 
access to care for underserved populations, other than by placing physician 
residents from the University of North Dakota with the safety net providers 
to care for the underinsured. 

Before 1994, uninsured people in Moorhead relied on care by private 
providers. To address what was widely regarded as great unmet need, a 
number of people in Moorhead received federal funding to open a federally 
qualified health center (FQHC). In 1994, its first year of operation, the center 
served more than 6,000 people; that number is rising during the second year. 
Twenty-five percent of the health center’s first-year patients were uninsured, 
but center administrators believe this percentage will increase as more unin- 
sured people learn about the center. 

Migrant health care is provided during the growing season in rural farming 
areas. Communities receive federal support for providing outreach activities 
and special clinics for farmworkers. Although funding has remained stable so 
far, people are concerned about the future under federal block grant scenarios. 
The seasonal migrant farmworker population is declining in rural areas as 
farming becomes more automated. Even so, more workers are settling year- 


Fargo, N.D./West Central Minnesota A 13 








round in Fargo/Moorhead looking for other kinds of work. This may increase 
the need for care. 

Managed care has not yet arrived for safety net providers, but Medicaid 
managed care may be implemented in this part of the state within the next 
several years. The Section 1115 waiver expands the current Prepaid Medical 
Assistance Program to rural areas. Under the waiver, FQHCs and federally 
qualified Rural Health Clinics can apply for status as an essential community 
provider (ECP) and continue to receive cost-based reimbursement for 
MinnesotaCare and Medicaid enrollees during a three-year transition period. 
After the transition period, health plans can contract with ECPs as they 
would contract with other providers. 

Public providers are preparing for these changes. They are pursuing rela- 
tionships with hospitals, improving their information systems to monitor costs 
and utilization, strengthening quality assurance procedures, and training staff 
about managed care issues. Developing partnerships with other providers 
appears to be more difficult in the metropolitan area than in rural areas. 
Fargo/Moorhead providers appear more threatened by such collaborations 
since they are afraid they might jeopardize their own funding sources. All 
safety net providers share legitimate concerns that government funding cuts 
or block grants could increase competition for scarce resources among health 
and social service programs serving vulnerable populations. 


Insurers and Health Plans 


Public and private purchasers prefer PPOs, making them the most popular 
product in this market. Even though health plans based in Minneapolis/ 

St. Paul are making inroads in the market, the most popular insurer remains 
Blue Cross and Blue Shield. Insurers are bargaining with hospitals and 
physician groups for rate discounts, but they have do not appear to have had 
much success through capitation or other methods. 

In 1992, Blue Cross and Blue Shield of Minnesota reported a PPO 
enrollment of about 110,000, one-third of the entire population in a 33- 
county area. Only 5,900 in the area are enrolled in the Blue Plus HMO plan 
or in Medica, a Twin Cities-based HMO." According to a plan represen- 
tative, some of the large employers in Fargo and Grand Forks prefer the Blues 
plan because they employ workers across the country and the Blues offer con- 
sistent products. Blue Cross and Blue Shield of North Dakota also has a very 
strong presence in the area, and the two plans coordinate their marketing 
efforts. 





"Most of the Blue Plus enrollees in the area are members of its Medicare plan, while most of 
Medica’s enrollees are in commercial accounts. 
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Recently, however, HMOs have begun to move into this area from a com- 
petitive, saturated market in Minneapolis and St. Paul. HMO enrollment is 
expected to increase in 1995 because of the greater marketing efforts of the 
three large Twin Cities-based health plans: Allina, Blue Cross and Blue 
Shield, and HealthPartners. There is also a new HMO, Northern Plains 
Health Plan, which is jointly owned by the Grand Forks Clinic (a multi- 
specialty group) and United Hospital in Grand Forks, North Dakota, about 
30 miles to the north of Fargo/Moorhead. This plan recently received its 
Minnesota HMO license and offers managed care to businesses in northwest 
Minnesota and northeastern North Dakota.” While it may be able to gen- 
erate more business because the current HMO enrollment is only around 2 or 
3 percent of the total population, it is not clear whether even a doubling or 
tripling in these numbers will cause significant changes in the market. 

The primary marketing strategies of insurer/health plans concentrate on 
developing strategic alliances with one or both of the two major health 
systems (MeritCare or Dakota-Heartland) and/or one or more of the three 
major physician groups. Blue Cross and Blue Shield of Minnesota appears to 
have the advantage because of its high penetration in the indemnity and PPO 
markets. However, because of competition from HealthPartners and Allina, 
Blue Cross and Blue Shield has become more aggressive to keep its share of 
the insurance pie. For example, to keep prices down, the Blues are negoti- 
ating price discounts with providers. They have also extended their reach 
into North Dakota recently and are forming a preferred partnership with 
Dakota Clinic. The Blues see this as an opportunity to test new products and 
care management strategies. They are also diversifying services by enhancing 
their delivery of management support services, such as data management and 
utilization review, for hospitals and clinics. 

Meanwhile, HealthPartners and Allina (which offer HMO and PPO 
products on an insured and self-insured basis) have developed agreements 
with MeritCare Health System over the past two years. HealthPartners chose 
MeritCare as its provider network to serve the growing number of employees 
in the region who work for companies that are members of the Business 
Health Care Action Group (the large self-insured employer coalition based in 
the Twin Cities). In the fall of 1994, MeritCare and the Allina health systems 
announced a joint partnership that brings MeritCare into Allina’s provider 
network and gives Allina a presence in rural Minnesota. Once it becomes 





2A 1994 Minnesota Hospital Association report indicated that the Northern Plains Health 
Plan’s “biggest obstacles involve dealing with differing regulatory environments in Minnesota and 
North Dakota and adapting to the Minnesota market.” This is one of the few indications that 
differences between the two states’ regulations cause problems. However, they may be confined to 
new HMOs since this was not mentioned by the Blues’ plans. 
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fully operational, this partnership will likely offer a broad range of products, 
from capitated managed care to fee-for-service indemnity coverage, to 
employers in the area. However, it is difficult to see how the two health plans 
will distinguish themselves if they are using the same provider network. 

Insurers tend to pay discounted fee-for-service rates even to providers 
under contract in their HMO plans. In some cases, amounts may be withheld 
from the fee schedule and returned at the end of the year based on overall 
plan and individual physician performance. So far, hospitals are not paid on a 
capitated basis. 

Currently, there is very little Medicare risk contracting, and the state has 
not implemented managed care for Medicaid or MinnesotaCare enrollees in 
this area yet. Capitation rates are relatively low. The 1995 adjusted average 
per capita cost (AAPCC) in Grant and Otter Tail counties was about $250, 
and in Fargo it was about $298. This compares to a rate of $363 in 
Minneapolis, which is also considered to be very low. Only Medica and the 
Blue Plus Medicare plan remain in the Medicare risk contract product line, 
but they have very few enrollees. 


Consumers 


Today’s consumers are more knowledgeable about health care issues, ask more 
questions of providers more frequently, and are more involved in monitoring 
their care. They are also aware of the changes in the delivery system. Even so, 
they do not perceive any significant changes in the quality of care. 

Access to care remains a problem for many rural residents of this area. 
There are inadequate public transportation systems, and patients must travel 
very long distances to obtain certain types of care. These problems have been 
exacerbated in recent years by hospital closings and a dwindling supply of 
physicians as many physicians retire or move to metropolitan areas. Select 
groups of people, such as migrant farmworkers, also experience barriers to care 
because of lack of translation services. 

Many rural residents are also disappointed about the closing of some rural 
hospitals and would prefer to have their own local hospital. They recognize 
that this may no longer be possible but emphasize the need for certain health 
services to be available locally, especially trauma and rehabilitation services. 
As hospitals close and services become less available, transportation becomes 
an even more critical issue, especially for the elderly. Despite these access 
problems, access to primary care and some specialty services seems to have 
improved through telemedicine and rotating specialists. 

Other issues, such as recipients’ attitudes, affect access to care for unin- 
sured and underinsured populations. While MinnesotaCare coverage is 
available for low-income uninsured residents, many reported to be very 
reluctant to apply for this aid. Accepting public support is often perceived as 
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a humiliating experience by some residents of the rural communities in this 
region. 

For those who do receive Medicaid, their choice of providers may be very 
limited. Some providers do not accept Medicaid patients because of its low 
reimbursement rates, burdensome administrative paperwork, or an abundance 
of privately insured patients. In some cases, providers are also limiting uncom- 
pensated care because of the pressures of the competitive market. 

Another factor associated with choice of providers is physicians’ economic 
and lifestyle choices. North Dakota income taxes are lower, and Fargo and 
Grand Forks have a greater supply of upper income housing. This seems to 
lead more physicians to locate on the North Dakota side. This can make it 
difficult for low-income people, especially those with limited transportation, 
to find nearby providers. 

Consumers also notice the same or lower premiums. They attribute this to 
their plans’ ability to obtain discounts on provider fees. Lower premiums are 
appreciated, but there are complaints about higher deductibles, which may 
lead moderate-income people to delay seeking care. 


Future Developments 


The health care system in Fargo/Moorhead and surrounding rural areas will 
become even more competitive, especially as the two hospital systems seek 
greater control of the market. Managed care activity in the public sector and 
commercial markets will probably increase, although this does not necessarily 
mean significant HMO growth. As employers are able to hold down costs, 
they may also be able to contract directly with providers to further contain 
costs. 

Hospital consolidation will probably lead to one of the three hospitals in 
Fargo closing within the next several years, causing increased competition 
between the remaining two. Doctors not aligned with one of the two major 
systems would be at some disadvantage. With current trends toward vertical 
integration, physicians may be forced to align themselves with a hospital 
system through PHOs and may find their salaries and clinical decisions under 
more management control. Providers are likely to be more concerned with 
the costs of care than ever before. 

With fewer rural hospitals, those that are left will become geographically 
regionalized to maintain a critical mass of patients to operate efficiently. 
Hospitals with very strong community support and leadership are most likely 
to survive. Rural systems will probably emphasize primary care, emergency 
care, rehabilitation, and home health care. Hospital systems will make more 
use of technologies such as telemedicine and automated medical records to 
maintain critical connections. 


Fargo, N.D./West Central Minnesota A 17 








HMOs and PPOs in the area will probably increase as health plans move 
from Minneapolis and St. Paul and as the state pursues managed care 
enrollment for Medicaid and MinnesotaCare beneficiaries. Providers are 
likely to develop the infrastructure to assume risk and operate under a capi- 
tated system. If the federal Medicare program is changed to encourage greater 
managed care enrollment, Medicare risk contracting may return to the area. 

As purchasers are able to minimize price increases, they are becoming 
more interested in direct contracting with providers. Purchasers expect to rely 
more on data from the Northwest Coalition to monitor health care costs, 
practice patterns, utilization, and premium prices. Purchasing decisions based 
on quality of care and outcome measures may become more common when 
quality measures are better understood. 

Consumers may lose some choice, particularly as a result of more managed 
care, but they are likely to have better access to primary care as providers 
strengthen clinic services in the rural areas. To hold down costs, there will be 
a growing emphasis on wellness. Insurers will increasingly hold consumers 
more accountable for their health status. For the uninsured, financial barriers 
may get worse if the MinnesotaCare program is not modified to make it more 
acceptable to consumers. 

Overall, future predictions reflect a wariness about changes in the health 
care system. Managed care may be good and improve the quality of care, but 
how will this affect physician choice? Hospital consolidation and closures may 
reduce costs, but how will staff reductions affect the local economy? 
Integration of rural clinics with large hospital systems may improve access to 
specialty care, but will larger regional hospitals be sensitive to local com- 
munity needs? Legislation affecting Medicare and Medicaid reimbursement is 
a serious concern to everyone in the region. It is very difficult to conduct 
long-range planning in this environment of change. 
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In Houston, employers are reluctant to move enrollees into health plans with 
more restrictive networks, and the physician culture is largely opposed to con- 
straints of provider organizations and managed care plans. This has led to 
slow changes in the health system. Nevertheless, insurer and provider antici- 
pation of a rapid shift to capitation has affected the actual pace of change. 
Insurers and providers are positioning themselves for rapid change in the 
future. In Houston, change and change agents from outside the area have had 
an important effect on a market. Insurers and health plans, for-profit hospital 
chains, physician management companies, and consultants from other 
markets with higher levels of health maintenance organization (HMO) pene- 
tration or national strategies are bringing changes to the Houston health 
system. 

For years, many expected HMO enrollment to grow rapidly, given the rela- 
tively high cost of health care and health insurance plan coverage in 
Houston. Yet many large unionized employers were reluctant to restrict 
employee choice of provider. Employers have been willing to reduce 
indemnity plan benefits, which has helped move enrollees into preferred 
provider organization (PPO) plans. Moreover, employer coalitions elsewhere 
in the United States have had success with premium negotiations, which 
probably led Houston employers to expect the same. Although employers 
have not aggressively worked for greater influence, despite the absence of 
aggressive employer actions, the excess of hospitals and specialist physicians 
has altered the balance of economic power in Houston in favor of payers and 
against hospitals and physicians that had dominated the market for years. 

The influx of new HMOs into the Houston market acted as a managed 
care catalyst; it signaled to providers the likely future importance of capi- 
tation and stabilized premiums to employers after years of rapid increases. 
These health plans (including two California HMOs, some national insurers, 
and Texas plans) stimulated competition, as new plans have been willing to 
buy market share and accept initial losses. However, slow HMO enrollment 
growth has adversely affected new plans. HMO plans do not have a great cost 
advantage to the employer or enrollee, as employers offer PPO and indemnity 
insurance products with reduced benefit coverage so premiums remain com- 
petitive with HMOs. Enrollees seem willing to pay for services covered by 
PPO and indemnity products rather than lose their choice of providers. 

Two major hospital systems have recently emerged in Houston 
(Memorial/Sisters of Charity Network (SCN) and Columbia/HCA), and one 


or two more systems may emerge. None has a dominant position in the 
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Houston market. The 600-acre Texas Medical Center (TMC), with eight 
general care and six specialized hospitals, has dominated historically but has 
lost its dominance due to the emergence of these systems out of the sur- 
rounding community hospitals. The private community hospital systems are 
leading the way in system building and orientation to managed care. 

For some of the leading private teaching hospitals, success under the old 
system has reduced the sense of financial urgency that can drive change. 
Nevertheless, they are cutting costs and attempting to expand and become 
part of integrated delivery systems, despite physician opposition and a lack of 
experienced physician managers and leaders. Outside forces have affected the 
Houston market. Over the past two years, Columbia/HCA, a large, national, 
for-profit corporation, has bought, merged, and closed Houston hospitals. It 
has acted as a catalyst setting off merger discussions among hospitals and 
accelerating plans for physician-hospital organizations. Nevertheless, major 
realignments have not yet occurred. 

Only one delivery system has attempted to offer its own HMO plan. 
While providers would like to capture all of the premium dollar, they fear 
that HMOs may retaliate by directing enrollees to other providers. 

Physicians slow down HMO market penetration in Houston in part 
because of a concentration of teaching hospitals and university faculty in the 
TMC and in part due to a culture of physician individualism that opposes the 
corporate practice of medicine. Top physicians prevented a key hospital 
merger in the high profile TMC, and the Texas Medical Association actively 
attempted to counteract HMO growth by using its influence in the state legis- 
lature to arrange passage of an anti-managed care bill. Although the governor 
vetoed the bill, some of its provisions were written into regulations. 

Physician organization has grown slowly. Physician management firms from 
outside Houston have taken over the management of local Individual 
Practice Associations (IPAs), as well as one of the two large multispecialty 
medical groups. Houston hospitals have assisted in the formation of their own 
affiliated IPAs, physician-hospital organizations, and hospitals, and some 
national insurers have acquired primary care physician (PCP) practices, 
which have driven up their price. 

Despite discussions about managed care, the largest HMO and most of the 
smaller ones seem reluctant to directly manage the delivery of care and prefer 
to contract with organizations that do. Few physician organizations are able 
to do so. With the possible exception of two larger medical groups, clinical 
integration is a concept, not a reality. 

A shift to Medicaid managed care is being discussed but has not yet 
occurred. Funding streams for the uninsured and underinsured are increas- 
ingly threatened. It is unclear whether existing changes have had an effect on 
the quality of care. 


v A W Community and Health System Background 
Demographics and the Economy 


Houston is the fourth largest city in the United States, with a population of 
1.7 million within city limits and 3.6 million in Harris County and the 
greater Houston area. Between 1980 and 1992, the population grew by 

20 percent in suburbs and communities surrounding the city of Houston, but 
not in the city itself. Ethnic populations within the city have experienced the 
greatest growth; they account for more than 70 percent of the population. 
Nor-hispanic whites (44 percent) are the largest minority; African 
Americans and Hispanics each constitute 28 percent of the population. 
Because of the city’s proximity to the Mexican border, 18 percent of Houston 
residents were not born in the United States, and 31 percent do not speak 
English in their homes. 

Since the oil industry declined in the 1980s, the economic recovery and 
expansion of Houston has been healthy. However, job growth has not 
included a return of the upstream energy jobs. Instead, growth in energy- 
independent industries has insulated the economy from subsequent oil price 
shocks. The number of jobs in the area rose steadily from 1987 to 1991, 
leveled out between 1991 and 1994, and has risen in the past year. New jobs 
in medical and professional services represent more than half of the net gain 
in Houston’s payroll employment since 1987. The largest fraction of jobs in 
the private sector is in retail trade (17 percent), followed by public education 
and government (14 percent). The city of Houston’s recent unemployment 
rate, 6.1 percent, is comparable to the nationwide rate, but the Harris coun- 
tywide rate is 5.7 percent, reflecting somewhat lower unemployment in sur- 
rounding suburbs and communities. 

Houston is well-known as the home of large national and international 
corporations. More than 3,000 Houston-area firms are involved in interna- 
tional business, 58 foreign governments have consular offices in the city, and 
26 governments maintain trade and commercial offices in Houston. Such eco- 
nomic ties help explain why the city has such an international reputation for 
its high technology, service-oriented medical centers. 

Income distribution in Houston differs from that in the rest of the country, 
with a larger percentage of high- and low-level income households than in 
the country as a whole. While the median household income is slightly 
higher ($30,900) than the U.S. median ($30,000), 21 percent of households 
have incomes below the federal poverty level, twice the national rate of about 
10 percent. 


Houston A 3 














4 A Houston 


Health System History 


Houston medical providers have a long history of high technology, specialty 
care, and high level of service. For years, providers in the very large TMC 
dominated the Houston health care system. The center’s tertiary care hos- 
pitals and highly reputed specialists provided a high quality of care with little 
regard to cost. The service-oriented approach, fueled for years by ample 
funding, led to a steady stream of national and international referrals. 

Although hospitals in Houston have talked about horizontal and vertical 
integration and restructuring in response to growing payer pressures for effi- 
ciency, there has been little action. The ratio of hospital beds per 100,000 res- 
idents was 429 in Houston, higher than the Texas average of 338 and the 
national average of 366. 

The three groups of hospitals—TMC private hospitals, community hos- 
pitals, and Harris County District public hospitals—responded differently to 
the growing market pressures. Until 1993, flagship hospitals at the TMC were 
unmoved by external pressures to integrate or restructure. General hospitals 
such as Methodist and St. Luke’s and specialty hospitals such as M.D. 
Andersen and Texas Children’s drew from an international market of payers, 
as well as the local market. Their affiliations with the Baylor and University 
of Texas schools of medicine added substantially to their prestigious reputa- 
tions for high quality care. Several hospitals built up hundreds of millions of 
dollars in financial reserves. 

In the 1990s, national referrals slowed as managed care penetrated the 
country. Hospital administrators began to examine what was happening in 
the rest of the country and wondered if it would affect Houston’s local 
business. They began discussions about horizontal and vertical integration 
and streamlining hospital services, but they found their realm of influence 
and control constrained by the physicians’ role in the hospital structure. 
Financial pressures were insufficient to counteract the view that Houston’s 
internationally renowned hospitals would be able to continue without major 
changes. Hermann Hospital was the main exception to the TMC rule of pros- 
perity, which forced it to change earlier than other hospitals in the center. 

Community hospitals outside the TMC responded to new market pressures 
by becoming more receptive to managed care. By 1989, Memorial Hospital 
had built a horizontally integrated multi-hospital suburban system of non- 
profit hospitals. Subsequently, it added hospital capacity and reorganized to 
cut costs. 

The historical availability of local government and teaching hospital 
funding protected Houston public hospitals from serious pressures to change 
dramatically. The public hospitals and neighborhood health centers func- 
tioned in an integrated health care system governed by the Harris County 
Hospital District rather than either the city or county. Through their affili- 
ation with the University of Texas School of Medicine they had added 


Lyndon B. Johnson Hospital in 1989. The district also added neighborhood 
clinics to their system in the early 1990s. 

Physicians have traditionally been powerful in the Houston health care 
market because their opinion of how medical services should be delivered and 
how much it should cost had gone largely unchallenged. Houston has a large 
supply of specialists. Heart specialists Cooley and DeBakey remain the models 
of quality and competitive success in the area. There are more than 5,000 
specialists and 3,000 primary care physicians in the metropolitan area. The 
ratio of physicians per 100,000 residents was 268 in Harris County, 223 
nationally, and 173 in Texas. By 1993, managed care had penetrated the 
Houston market enough that some specialists saw a decline in income. Fear, 
distrust, and misunderstanding of further pressures to change practices stirred 
an angry physician backlash against managed care. 

As of mid-1995, HMO market penetration had reached only 12 to 
14 percent of the population. PPOs have dominated the managed care 
market, and POS plans have also done well. 

In this environment, only five HMO plans had any market share by the 
end of 1992. Prudential and Sanus have had most of the HMO enrollment 
and have different HMO models. 

Employers, consumers, and government purchasers have not acted collec- 
tively to change the health care system in Houston. Although costs of health 
care in Houston were higher to employers than elsewhere in the country, this 
excess cost was usually not passed on to employees. 


Health System Changes 
Public Policymakers 


Public policy has not been an important factor in recent health system 
changes in the Houston area. There has been little state legislation or regu- 
lation to affect health systems. Anti-managed care legislation was passed by 
both houses of the legislature in 1995. The Texas Medical Association, con- 
sidered by some the strongest lobby in the state, having made $2.4 million in 
contributions to legislators, expressed its anger at the control that managed 
care organizations could exercise over the practice of medicine. The associ- 
ation backed a bill that would have required letters to physicians explaining 
why they were not allowed to become part of an HMO panel. It would have 
also required that an HMO explain its criteria for denying procedures or 
treatments to patients. Although the governor vetoed the bill, he proposed 
several of its provisions as rule and regulation changes. They are likely to be 
enacted in that way. These changes include a due process clause for physi- 
cians not selected for, or deselected from, a managed care panel of physicians. 
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As a result of Texas Medical Association power, protection against the cor- 
porate practice of medicine is taken seriously in Texas. Formation of 
physician-hospital organizations, direct contracting of providers with 
employers, and global capitation of physician and hospital services are all reg- 
ulated or prohibited by existing Texas law. The Texas Hospital Association, 
Texas Medical Association, and HMO trade organizations have competing 
interests in the development of public policies important in restructuring 
service delivery systems. Responding to hospital market developments, legis- 
lation passed in 1994 enabled cooperative agreements of hospitals to share 
services, facilities, personnel, and equipment to decrease costs and increase 
accessibility for communities. 

Recent insurance reforms in the state have been limited. The Texas Small 
Employer Health Availability Act was meant to guarantee affordable health 
insurance coverage to employees of small businesses in Texas. Most provisions 
of this statute went into effect in January 1994. The act does not place 
mandatory requirements on small business owners to provide insurance to 
their employees, but it requires that insurance carriers in the small business 
market offer an HMO plan. An insurer/health plan must provide coverage to 
the entire group; renewability options are regulated. Although the Texas 
Department of Insurance has established a public insurance purchasing 





alliance, the Texas Health Benefits Purchasing Cooperative, its member com- 
panies have relatively few enrollees. 


Purchasers 


Employers and Employer Coalitions 
In Houston, employer reluctance to move enrollees into managed care (HMO 
and PPO) plans has slowed health system change. There are no powerful pur- 
chaser coalitions, and employers do not generally provide enrollees with 
incentives to choose lower-cost plans that restrict choice of provider. There 
are a variety of reasons employers have not moved to managed care more 
aggressively: international oil companies want to simplify and standardize 
health benefits for their far-flung workforce, oil companies are not focusing on 
wage benefits because their wage bill is not a large percentage of operating 
costs, and the culture is generally resistant to forcing people to change. 
Houston employers have benefited from start-up HMOs, including some 
from California or national insurer/health plans, that have kept down all 
insurance premiums in Houston. According to one respondent, annual 
growth peaked at 15 to 20 percent some three years ago, fell to about half 
that rate last year, and disappeared entirely this year. Premium reductions that 
out-of-state purchasing coalitions recently negotiated with HMOs helped 
change Houston employer expectations about premium increases. 
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Larger firms offer employees a range of health insurance options, and 
HMO market penetration is substantially higher in the larger firms. Medium- 
sized firms often offer one HMO and one PPO, or one HMO, PPO, and POS 
plan, at times from the same insurer/health plan. Generally, employers do not 
offer many incentives for enrollees to choose lower cost plans, and there is no 
general move in that direction. For years there were few premium differences 
to employers among various types of plans. In fact, until recently, HMOs had 
a higher premium price and better benefits than did PPOs and POS plans. 
Currently, HMOs have a lower price and equal or better benefits. Some 
indemnity and PPO plans increased their premium prices while they reduced 
their benefit levels. Even so, there still is little new movement into HMOs. 

There is no powerful purchasing coalition in Houston. For years, the 
Houston Area Healthcare Coalition (HAHC) acted as an educational forum 
for Houston area employers, including some of the largest ones. The HAHC 
spun off the Houston Healthcare Purchasing Organization (HHPO) as a sep- 
arate, independent entity that has negotiated case-rates with a majority of 
Houston area hospitals and acts as a PPO plan that competes with other 
health plans that employers offer. HHPO has requested and received some 
care-related hospital data, but the data may be too limited to support 
informed choice by employers or enrollees. 

A state-sponsored purchasing coalition for small employers, the Texas 
Insurance Purchasing Alliance (TIPA), began operations in Houston in mid- 
1994 and has very few enrollees. The recent burst of insurer/health plan price 
competition has reduced the immediate need for an alliance, as small 
employers have benefited from the recent flattening of premiums. Moreover, 
the Houston TIPA had to overcome an excess of plan offerings and commis- 
sions that were too small to interest insurance brokers. 


State and Local Government as Purchasers for Low-Income People 
For years, Texas took limited steps toward managed care for those eligible for 
Medicaid. Faced with a $2.2 billion deficit in the Texas Medicaid program, 
the legislature recommended in 1995 that the state apply for a federal waiver 
to allow it to move the Medicaid population into managed care. The pro- 
posed Medicaid managed care program would require cost sharing and guar- 
antee clients 12 months of eligibility. For the first three years, it would also 
require that managed care organizations pay the standard provider reim- 
bursement rate and include providers that traditionally served Medicaid and 
charity care patients. Several hospitals and affiliated physician organizations 
are developing plans to seek Medicaid managed care market share. 

Prior to 1995, there were Medicaid enrollees in only one HMO demon- 
stration project in the state, although there were plans to expand it. While 
there are no Medicaid eligibles enrolled in HMOs in Houston, one of three 
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Primary Care Case Management pilot projects in the state began late in 1993 
in Chambers County, which is adjacent to Houston and contains several of its 
outlying working class and lower income communities. 

In an attempt to reduce the annual cost of Medicaid in Texas, the state 
began contracting with hospitals in 1994. The state first asked Houston area 
hospitals to lower the price of treating Medicaid patients or risk losing that 
lucrative patient base. In 1994, Texas received a Medicaid waiver, LoneStar 
Select, to initiate selective hospital contracting for reduced rates. Only hos- 
pitals that win contracts through this process will be able to treat nonemer- 
gency Medicaid patients in Houston. Selective contracts feature fixed per 
diem payments. Houston hospitals hardest hit by these changes include Texas 
Children’s Hospital, where Medicaid accounts for 48 percent of total patient 
days, as well as Harris County District hospitals (33 percent of patient days), 
and Hermann Hospital (21 percent of patient days). 


Insurers and Health Plans 


The movement of new HMOs into the Houston market has decreased all 
commercial health insurance premium growth. HMO enrollment continues 
to grow slowly at this point and accounts for approximately 14 percent of the 
total population. HMOs account for perhaps 20 percent of the employer- 
based insurance market, with the remaining 80 percent divided between PPO 
and indemnity insurance. HMO market penetration is low in the Medicare 
population and non-existent in the Medicaid population. 

By the end of 1994, two insurers accounted for more than 80 percent of 
the HMO enrollees. Sanus Health Plan (a subsidiary of New York Life) had 
235,000 HMO enrollees in the Houston area, compared 
to 65,000 with Prudential. Both were quite profitable in 1994. Three national 
insurers—MetLife/Travelers (now MetraHealth), CIGNA, and Aetna—had 
between 15,000 and 25,000 capitated enrollees each, and California-based 
Pacificare had approximately 19,000 enrollees. Several other HMOs had 
smaller enrollment figures. 

HMOs rushed to Houston to take advantage of a mostly untapped market. 
At least one other California-based plan—FHP, Inc.—recently entered the 
market and by mid-1995, more than 15 HMOs had entered or had filed appli- 
cations, compared to 5 HMOs operating in 1992. The start-ups tend to be 
unprofitable as they try to buy market share.! Although the PPO market is 
twice as large as the HMO market, no PPO player is dominant. 

National insurer and health plan strategies are being played out in the 
Houston market. The large national insurers—Prudential, New York Life 
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(Sanus), Aetna, CIGNA, and MetraHealth—are attempting to convert 
sizable PPO and indemnity insurance enrollment into HMO enrollment, as is 
the Texas Blue Cross and Blue Shield plan. Similarly, two California HMOs 
are attempting to convert their success and expertise into success in Houston. 
These companies are following strategies that reflect what they are doing in 
other markets. 


e Sanus, Aetna, CIGNA, and others with wide physician networks contract 
with Kelsey-Seybold Medical Group, the two larger IPAs, and other IPAs. 
Some even contract directly with individual physicians. 


e Prudential uses a narrow network for most of its enrollees, the result of an 
exclusive, long-term agreement with MacGregor, a large multispecialty 
group. IPA physicians serve the remainder of its enrollees. Prudential had 
historically been the low-cost HMO, able to shadow-price the upwardly 
spiraling indemnity insurance premiums. For the first time, other HMOs 
have met or beaten Prudential’s prices. Faced with price-competitive oppo- 
nents with larger networks, Prudential’s enrollment has stagnated since 


1997. 


e Aetna and CIGNA are attempting to create a network of clinics. They 
also contract with existing physician organizations. 


¢ Memorial/Sisters of Charity Health Plans is a start-up HMO jointly owned 
by two Houston hospital systems that have entered into an increasingly 
close alliance. Some HMOs have indicated that they will punish the hos- 
pital systems if the HMO is successful by directing enrollees to other hos- 
pitals and clinics. 


Insurers and health plans compete mostly on the basis of price, which has 
led to the flat premiums in the past year. Some new HMOs are attempting to 
buy market share with low premiums to new accounts, although employers 
fear that these low premiums will skyrocket in subsequent years. Insurers and 
health plans also compete partly on the basis of quality of services as they 
expand their networks of primary care physicians (PCPs) and clinics and 
some provide quicker access to specialists. Insurers and health plans usually 
contract with Columbia/HCA and the nonprofit Memorial/SCN, as well as at 
least one TMC hospital. Hospital network appears to be significantly less 
important to employers and enrollees than the physician network. 

It is unclear as to the extent to which most HMOs have been able to 
change practice patterns, as IPAs appear to be structured loosely internally 
and HMO enrollees are often a small portion of a physician’s overall business. 
The effect of HMOs on quality of care is also unknown. 
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Providers 


Hospitals 

For some of the leading Texas Medical Center teaching hospitals, previous 
success has reduced the sense of financial urgency that can lead to change. 
Two major hospital systems have recently emerged in Houston, and one or 
two more systems may emerge as well. All hospitals are cutting costs, and 
some are beginning to integrate primary care physicians into their systems. 

Some community hospitals have led the way in system building, orien- 
tation to managed care, and cost cutting. Although Columbia/HCA and 
Memorial/SCN (with its large endowment) are the two largest hospital 
systems in Houston, they do not dominate the Houston market, singly or in 
combination. Most of the hospitals in SCN are located outside the Houston 
area. Private hospitals located in the TMC include Methodist, St. Luke’s, 
Hermann, M.D. Andersen, and Texas Children’s Hospital. One public hos- 
pital is located in the TMC, the other elsewhere. Excess inpatient bed 
capacity in Houston, particularly the great concentration of beds in the 
TMC, has led to cost cutting and system building activities. In 1993, only an 
average of 54 percent of community hospital beds in the Houston area were 
occupied.’ 

Although there have been no recent major hospital mergers, Memorial 
and the Sisters of Charity hospitals have strengthened their alliance by 
engaging in joint physician and HMO ventures. Methodist and St. Luke’s 
almost merged. Both TMC hospitals are profitable and have very large 
financial reserves so they are not forced to merge with a system and each can 
consider building its own system. The governing boards of not-for-profit hos- 
pitals may be slowing hospital sector change, as some are not used to making 
important decisions quickly in a health system environment characterized by 
rapid, and at times discontinuous, change. 

The three groups of Houston hospitals have responded differently, or at 
least with different timing, to managed care market penetration. Columbia/ 
HCA directly competes with Memorial/SCN as community hospital systems. 
Both have responded to the managed care environment by cutting costs and 
expanding geographic coverage. They are discussing merger possibilities with 
TCM hospitals since each system would like at least one such hospital to 
enhance its image, provide a few more specialized services, and supply a 
strategic location. 

Columbia/HCA’s acquisition of more than 15 Houston area hospitals 
accelerated the pace of merger discussions among hospitals. Columbia/HCA 
has benefited from the high-cost hospital inpatient environment (or price 
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umbrella) that the TMC hospitals created. Columbia/HCA can profit from 
this situation in several ways, including by reducing administrative, other 
non-patient care, and patient care staff; eliminating duplicative hospitals and 
equipment; and attempting to increase volume with managed care contracts. 

Past success of the prestigious first tier TMC hospitals has slowed their 
response to managed care, as they have experienced little financial pressure to 
change. One executive of such a hospital observed that it was very profitable 
for that hospital to continue under the old, high cost system for as long as 
possible. Financial concerns can lead hospitals to prepare to compete for 
managed care contracts. Hermann Hospital provides a good example. Severe 
financial problems in the late 1980s caused Hermann to restructure early, cre- 
ating efficiencies in administration and service delivery and becoming a lower 
cost competitor for managed care contracts. Eventually, Hermann created its 
own physician organization, OneCare. 

Although they continue to benefit from revenues from the fee-for-service, 
indemnity insurance system, TMC hospitals have changed their operations, 
sometimes with remarkable speed. TMC managers responded to changes in 
other markets, the entry of Columbia/HCA, the declining census, and the 
recent stagnating per diem and case-rate payments. For example, Methodist, 
a large TMC hospital, signed its first managed care contract only in January 
1994 after observing other hospitals siphon off patients in PPO plans. Since 
then, it substantially cut costs while continuing to benefit from revenues from 
the fee-for-service indemnity insurance system. It obtained a relatively large 
capitation contract from Prudential (by offering extremely competitive rates) 
and appears to be using that contract as an internal means to produce greater 
efficiencies in its operations. 

Despite sometimes large savings, most Houston hospital cost-cutting 
appears to stop short of reengineering. Rather than engaging in sophisticated 
clinical integration and reorganization of their operations, hospitals appear to 
have cut costs very substantially by doing many of the same tasks with fewer 
people and resources. However, Memorial Health System hospitals have insti- 
tuted numerous clinical pathways in the hopes of cutting down on resource 
use. 

Overall, Houston hospitals have done little to integrate hospital/physician 
delivery systems. No hospital system controls physician organizations with 
numerous capitated enrollees. Hermann Hospital, with its OneCare physician 
organization, and Memorial/SCN have done the most to create PCP net- 
works. Other hospitals are taking more preliminary steps, such as setting up 
physician-hospital organizations that generally are loose structures created to 
obtain managed care contracts. 

Memorial/SCN is the only delivery system that has organized its own 
HMO, after several years of some direct contracting. Some respondents 
believe that the joint venture HMO is doomed because of the hostility to the 
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venture by other HMO plans that are Memorial/SCN customers. Because 
Memorial/SCN wants to control all of the premium dollars, other HMOs may 
treat Memorial/SCN as a competitor and send patients elsewhere. Some 
TMC hospitals are seeking preferred relationships with HMOs, trading on 
their prestige to obtain additional business. 

Local changes in health care and decisions that were made elsewhere have 
had a significant effect on Houston. Columbia/HCA’s national strategy led to 
its acquisition of Houston hospitals, which spurred market change. Moreover, 
Houston hospital managers have learned from health system change else- 
where and hired consulting firms to guide them through their cost-cutting 
and physician organization-building efforts. Although some Houston hospitals 
have implemented cost-cutting techniques developed and tested elsewhere, 
some have failed to go beyond rudimentary physician organization-building 
efforts. 

Access to capital does not appear to be a constraining factor for the major 
Houston participants. Columbia/HCA has great borrowing capacity, and 
Methodist and St. Luke’s are cash rich. It is unclear whether Memorial’s link 
with SCN likely gives it access to very large reserves. On the other hand, the 
lack of management expertise may be a constraining factor, especially in cre- 
ating clinically integrated hospital/physician delivery systems. A number of 
organizations are recruiting executives from other markets. 

The anticipated shift to Medicaid managed care has led some hospitals and 
affiliated physician organizations to position themselves to obtain Medicaid 
enrollees. Hermann Hospital is taking steps to become a Medicaid managed 
care provider since 30 percent of its admissions are Medicaid eligibles. In 
preparation, Hermann Hospital and its OneCare physician organization are 
bidding in a Medicaid managed care pilot in Travis County. Hermann is also 
expanding its physician network to areas in Houston where Medicaid eligibles 
reside, including the southeast and ship channel areas. 


Physicians 
Although physician organizations have grown in size and number over the 
past two years as competition for managed care contracts has intensified, 
physicians are not well organized. Individual or small group practices are by 
far most common, and the individualistic Texas culture clashes with the man- 
agement of managed care organizations. Nevertheless, managed care networks 
are expanding and the use of gatekeepers is evident. Primary care physicians 
are increasingly pressured and courted to sell their practices or join physician 
groups or physician-hospital organizations, and the values of primary practices 
have risen. Specialists watching patient numbers and revenues decline are 
joining together to negotiate for managed care contracts for survival. 

Like hospitals, physicians are divided roughly into three groups: solo and 
small group community physicians (the overwhelming majority), TMC spe- 
cialists and academic affiliated physicians, and large medical group salaried 


physicians. TMC physicians have been most influential in impeding health 
system change. Large medical groups have generally embraced and been 
embraced by managed care contracts, but solo and small group community 
physicians are confused and divided about the change. 

Although a large number of IPAs have formed, the affiliations are loosely 
structured, and revenue from any IPA often accounts for only a small portion 
of a PCP’s practice income. Since most arrangements are non-exclusive, many 
physicians belong to multiple IPAs. Physicians in Houston have begun to 
develop their own groups and form limited partnerships for managed care 
contracting, but most groups are vulnerable and may not survive. 

Although physician organizations are growing, there is limited integration 
of any type, and there is significant conflict between organizations and physi- 
cians. Area PCPs have resisted many of the management attempts by hos- 
pitals and insurers. For example, frustrated by difficulties in managing physi- 
cians, in 1991 Sanus invited a southern California physician management 
company, North American Medical Management (NAMM), into Houston to 
provide management services to the growing number of IPAs. Currently 
NAMM in Houston and southeast Texas is one of the two largest Houston 
area IPAs, consisting of 18 IPAs with 400 PCPs, 600 specialists, 90,000 com- 
mercial HMO enrollees, and 15,000 Medicare risk members in 5 HMOs. 
NAMM has paid bonuses to member physicians each year of operation. As 
the fraction of the practices represented by NAMM HMO patients grew, 
NAMM negotiated lower capitated rates. This angered many PCPs and spe- 
cialists. Many physicians have been troubled by the financial and clinical 
problems that other colleagues have experienced with managed care organiza- 
tions. 

Hospitals have had little success organizing and managing physicians. 
Some hospitals (e.g., Memorial, Hermann, Methodist, and Columbia/HCA 
hospitals) are buying primary care physician practices, and many hospitals are 
considering developing PHOs. But none of the systems have large or well- 
developed physician organizations. Many of the IPAs are trying to stay inde- 
pendent of hospitals rather than integrate with them, and Memorial’s IPA 
split off from its hospital system parent last year. Some PCPs object to 
receiving a small fixed amount of the premium dollar for managing all of a 
patient’s care. Some medical groups and physician-controlled IPAs want to 
obtain a larger share of the premium dollar and take on more risk to receive 
savings if they can lower resource use and promote patient health. They assert 
that they can make more patient friendly decisions when control is not 
imposed by an external third party. 

The shift of managed care contracts from hospital to hospital has led to 
substantial physician upheaval and conflict. For example, through the years, 
Prudential-controlled MacGregor has been primarily associated with 
Hermann Hospital. Prudential’s deal with Methodist Hospital means that 
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MacGregor must leave a hospital that has traditionally served Medicaid, 
indigent, and working class patients and work with a hospital that has mar- 
keted itself to the most affluent carriage trade. The cultural upheaval asso- 
ciated with this shift in hospital affiliation is enormous for the physician 
group. The Methodist staff has objected to special credentialing procedures 
Hermann Hospital had used for some physicians in the MacGregor group. 
Methodist administrators might block the credentialing of some or all 
members of the group. 

Large physician organization ownership also is unstable. For example, after 
NAMM began managing many Houston area IPAs, Phycor purchased 
NAMM (in 1995). NAMM now has capital to expand its primary care 
physician network by purchasing practices and to make the Houston IPAs 
part of Phycor’s emerging nationwide network. AHI, another physician man- 
agement company, recently acquired a physician-owned IPA that Memorial 
helped organize, and Caremark purchased Kelsey-Seybold in 1992. 

Although growth has been slow, building physician organizations appears 
to be ahead of the actual management of clinical care. The largest HMO and 
most of the smaller ones prefer to have intermediaries manage the delivery of 
care, and few Houston physician organizations are developed enough to do so. 
With the possible exception of two larger medical groups, clinical integration 
is not a reality. 

Despite the difficulties of successfully managing physicians, there is strong 
competition for increasingly expensive PCP practices. Hospitals, the older 
large physician multispecialty groups (Kelsey-Seybold and MacGregor), some 
of the national insurers, and physician management companies compete with 
each other to buy practices. Some believe Hermann Hospital’s OneCare 
caused the price of PCP practices to rise. 

Responding to the needs of large ethnic populations in the Houston area, 
some IPAs consist primarily of African-American, Hispanic, and Asian physi- 
cians. Some of these doctors are adjusting to managed care and are working 
with managed care organizations to lower costs. When Central Physicians 
Network formed in March 1994 as a consortium of Chinese, Vietnamese, and 
Korean doctors, it was the first specifically organized group of Asian doctors. 
Many Asians work for small businesses and do not have health insurance, so 
this physicians’ group hopes to increase the number of these businesses that 
offer coverage. 


Safety Net Providers 

The public hospitals and neighborhood health centers governed by the Harris 
County Hospital District have experienced increased competition for 
Medicaid hospital patients, especially women giving birth. Private sector 
providers and managed care plans in the Houston area began recruiting 
obstetric patients within the past few years because of the competitive 
Medicaid fees associated with their hospitalization. But although pregnant 


Medicaid patients are actively recruited by providers for the delivery of their 
babies, the providers are not as interested in providing prenatal care because 
the Medicaid outpatient rates are relatively low. The Medicaid managed care 
proposal, which includes Houston as a test site, is designed to encourage 
providers to ensure continuity of care, including prenatal services. 

The Harris County Hospital District providers are currently reengineering 
operations to compensate for budget cuts and lost Medicaid revenue. A task 
force will develop a plan to reduce costs without reducing services. Several 
areas have been identified as opportunities for cost reduction. For example, 
emergency center visits have increased dramatically in recent years. Reducing 
the number of emergency visits would significantly contain costs. 

Hospital district representatives reported that they had not been 
approached for contracts with health plans to provide services in the neigh- 
borhoods where they are located. They do not intend to seek such contracts. 


Academic Health Centers 

Baylor College of Medicine, which separated from Baylor University in 1969, 
and the University of Texas-Houston have agreements with the state to 
provide medical education to Texas residents, and both compete on many 
levels. Baylor is the older, larger, and better financed of the two institutions. 
It is affiliated with Methodist, Texas Children’s, and St. Luke’s Episcopal 
private nonprofit hospitals; Ben Taub, a public hospital; and a system of com- 
munity health centers. The University of Texas-Houston is affiliated with 
Hermann, St. Luke’s, and M.D. Andersen, all private nonprofit hospitals, as 
well as LBJ General Hospital, a public hospital. The university began pro- 
viding services in four HCHD neighborhood health centers in 1990. The dif- 
ficulty in merging the Baylor and UT medical staffs contributed to the failed 
merger of Methodist and St. Luke’s. 

Methodist and Hermann hospitals have different strategies for survival as 
academic health centers in a changing health care market. One of the major 
issues in merger discussions between Hermann and Columbia/HCA con- 
cerned the network’s capacity to channel enough patients, not just those 
needing the most sophisticated treatment, to Hermann Hospital to fulfill its 
missions as a teaching institution and provider of charity care. 

M.D. Andersen, a specialty academic medical center, has developed dif- 
ferent strategies than have the general hospitals. Like the other academic 
medical centers, M.D. Andersen has faced declining patient care revenues, 
which help support numerous programs in clinical and basic research, health 
education, and disease prevention. M.D. Andersen states that its costs of pro- 
viding charity care have increased 470 percent, from $35 million in 1985 to 
more than $200 million in 1994. Its level of state support has remained 
stable. During the past year, it joined other hospitals in launching initiatives 
to enhance revenues through managed care agreements with plans and new 
partnerships with other providers. M.D. Andersen also embarked on cost- 
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cutting activities to reduce operating expenses significantly over the next 
three years. The hospital supported legislation introduced to enable hospitals 
to share the costs of indigent cancer care with Texas counties. M.D. 
Andersen has formed a network of cancer centers around the country to 
conduct research on the efficacy of cancer treatments that are considered 
experimental to determine which should be paid for by insurance companies. 
The legislation also would allow M.D. Andersen to accept patients that are 
self-referred, rather than relying solely on physician referrals. 


Consumers 


It is difficult to evaluate consumer opinions of the effects of the increased 
market activity in Houston. Consumers have no information about quality 
with which to make choices. Consumers may have been slow to complain 
about the growth of managed care because physicians have had so much 
power. Physicians have reported that patients were dissatisfied with managed 
care, while HMO member satisfaction surveys indicate otherwise. 

Employers and health plans initially sought broad provider panels to entice 
consumers into managed care. In Houston, the only narrow closed panel 
HMO, Prudential, has not grown recently. The largest growing health plan 
offered purchasers a variety of provider networks. Managed care restrictions 
are being eased upon consumers as employees find opportunities to maintain 
their usual providers. In spite of the high cost of health care in the area, 
employees with mid-level management incomes pay a low share of health 
care costs. Their health care cost of living is lower than that of Boston, 

San Diego, or Minneapolis. 

Texas had the largest increase of any state in its population of uninsured in 
1994, but Houston does not have formal advocacy groups for low income 
people. The local children’s advocacy group, furthermore, has focused on the 
growing problem of low income families. It has not focused on the specific 
impact of health care changes. 


Future Developments 


If employers become more assertive in moving employees into lower cost 
plans, the pace of health system change in Houston could accelerate sharply 
over the next two or three years. Even without a shift in employer approach, 
the health system will change. A shakeout among new HMO plans is 
inevitable, as parent companies tire of subsidizing costs of plans that are not 
growing rapidly enough. Once the influx of new HMOs is over, it is not clear 
what will happen to premiums. If HMO market penetration grows and the 
newer IPAs and medical groups improve their physician management, 


physician resistance to managed care may lessen, paving the way for more 
rapid HMO market penetration. Nevertheless, poor physician organization 
makes it doubtful that the practice of medicine will change in the near future. 
Columbia/HCA and Memorial/SCN likely will add to their hospital systems, 
possibly with TMC hospitals. Another system or two may emerge. Hospitals 
will continue their, at times, painful efforts to integrate with physicians. The 
fate of the Memorial/SCN HMO joint venture, which is unclear, is of interest 
to other delivery systems elsewhere. Employers and consumers will be more 
concerned about quality of care measurement and reporting, especially as 
resistance to managed care accelerates. Public funds for safety net providers 
and the uninsured will probably decrease, while the number of uninsured 
people continues to increase. 
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VA VY Overview 


The Indianapolis health care market is characterized by an array of players 
trying to take full advantage of the city’s location well away from the health 
care markets on the two coasts and south of the managed care domination in 
Minneapolis. The market is conservative, cautious, and increasingly compet- 
itive, with much action in the past 18 months but little change to date in 
managed care penetration and other measures of market change. A strong 
sense of “Hoosierness” has inspired major moves that are consistent with 
national trends but are couched in homegrown (“keeping outsiders out”) 
terms. 

The market encompasses Marion County and the seven surrounding 
counties. For some institutions, such as the Indiana University Medical 
Center and Methodist Hospital of Indiana, the market is the entire state, and 
many market strategies include alliances with hospitals in counties outside 
the eight-county region. The more broadly the market is defined to the north 
and south, the more Indianapolis-based providers run into market overlap 
with Chicago, Louisville, and Cincinnati. 

Local observers describing the market report that two major systems have 
emerged and a third could be on the horizon. In reality, one system, an 
alliance between Community Hospitals Indianapolis and St. Vincent 
Hospitals & Health Center, is in place formally, and another, a proposed 
merger of Methodist Hospital and the two hospitals in the Indiana University 
Medical Center (IU), is being appraised. Local observers suggest that a third 
system could develop out of local health plan and hospital activity, or it could 
be initiated by external actors that enter the market, such as Columbia/HCA 
or another national for-profit interest. 

Market changes in the past 18 months have been hospital driven—the 
role of physicians in the alliances and mergers is negligible. Instead of insti- 
gating the structural changes, physicians have gone along out of a sense of 
self-preservation. As networks and alliances have taken hold in Indianapolis 
and the state’s Medicaid budget has been slashed, the role of the physician 
has changed. Primary care physicians are being courted by hospitals and 
health plans. Specialists, concerned about their role in the system, have 
begun to form their own provider organizations and to purchase primary care 
practices themselves, to assure referral sources. 

All market observers feel that the city’s public hospital—Wishard 
Memorial—is critical to the future of the Indianapolis system because it pro- 
vides care to the greater part of the area’s indigent population. But Wishard, 
which has been managed and staffed by IU since 1974 and has an affiliation 
with IU dating back to 1969, has been left out of the Methodist/IU merger 
talks by IU. Aggressive and savvy political leaders, however, have kept the 
hospital solvent, even growing, and it is a continuing factor in market discus- 
sions. 
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Insurers are following the hospitals’ lead in restructuring the Indianapolis 
market. Most insurers and health plans define their market as the state, and 
the changes they are making in their products are not necessarily geared 
toward any one regional market. Managed care products enjoyed a 30 percent 
increase in enrollment statewide between mid-1993 and mid-1994, but 
enrollment has been flat since then. These products are predominantly point- 
of-service (POS) plans and preferred provider organizations (PPOs). Blue 
Cross and Blue Shield is the largest insurer in the state—and in the 
Indianapolis market—doing most of its business in indemnity care; it has not 
been a leader among the insurers, however, in product development or 
direction. 

The public sector is not perceived as a major force in local market discus- 
sions. The state legislature is seen as neither an advocate for nor an imped- 
iment to market changes, although it passed three health care related pieces 
of legislation in 1995. The state’s recent move to Medicaid managed care 
inspired affected hospitals to collaborate to retain their market share, but 
there is no evidence that it is having broad market effects. 

The church—Protestant and Catholic—is influential in the Indianapolis 
market. The Methodist church has become increasingly involved in 
Methodist Hospital’s various market strategies, and its bishop recently con- 
vened a meeting to discuss the direction in which the institution is moving. 
The Catholic church intervened in collaboration discussions between 
St. Francis Hospital and Methodist Hospital, suggesting that St. Francis work 
with the local Catholic institution, St. Vincent’s Hospital, instead. 


Community and Health System Background 
Demographics and the Economy 


Indiana has a population of about 5.6 million people. Its three largest cities, 
and health care markets, are Indianapolis, located in the central region; Fort 
Wayne, in the northeastern sector; and Evansville, located along the border 
with Kentucky to the south. Indianapolis is the state capital and shares a 
border with Marion County; the two entities also have a unified government 
structure. About 1.3 million people reside in Marion County and the seven 
contiguous counties: Boone, Hamilton, Hancock, Shelby, Johnson, Morgan, 
and Hendricks. This area generally defines the Indianapolis health care 
market. 

About 835,000 people (1995 estimate) reside in Indianapolis, a 1.8 percent 
increase over 1990 that mirrors a 1.7 percent population increase statewide 
over the same period. Greater Indianapolis becomes rural very quickly as you 
move out in any direction from its urban core—some small dairy farms still 
operate within the Indianapolis/Marion County limits. Unemployment in 


ee 


Indianapolis was at 4.5 percent in 1990, below the 5.5 percent national 

average. About 12 percent of Indianapolis families had an income below the 

federal poverty level that year, compared to 13.5 percent nationally. 
Indianapolis has a large proportion of African-American residents— 

22 percent—and nearly all of the rest of the population is white. Only a very 

small proportion of residents of other ethnic backgrounds, such as Asian and 





American Indian, reside in Indianapolis or any of the seven surrounding 
counties. The surrounding counties also have very small populations of 
African Americans, ranging from none in Morgan County, on the southwest 
corner of Marion County, to 0.9 percent in Hendricks and Johnson counties, 
on either side of Morgan. These proportions essentially have not changed 
over the past 15 years. 

Indianapolis has a diverse economic base that includes the public sector 
(state and Indianapolis/Marion County government and Indiana University), 
health care, business services, light industry, and durable goods distribution. 
The city/county region is a large distribution hub for manufactured goods— 
75 percent of the United States population is within one day’s truck drive 
from Indianapolis—and many companies with a national market have distrib- 
ution centers located within the city limits. Goods distributed from 
Indianapolis range from mail-order music and books to tanning beds and 
truck and bus diesel engines. Federal Express and United Parcel Service have 
distribution hubs at Indianapolis International Airport, and United Airlines 
recently moved its maintenance center to the airport, bringing 2,000 
employees from California and adding 1,000 new jobs. 

The largest private employment sector in Indianapolis, by number of 
employees, is the health care sector, followed by business services and 
wholesale trade and durable goods. Eli Lilly & Co., a pharmaceutical manu- 
facturer, is the largest private employer; other manufacturers include General 
Motors (Metal Fabricating Division), Ford Motor Company, and DowElanco. 

For each large firm in the Indianapolis region there are many smaller busi- 
nesses, and it is these businesses that make up the bulk of the employers. 
This mirrors the state as a whole: according to the Indiana Department of 
Workforce Development, nearly 70 percent of Indiana businesses have fewer 
than 10 employees; 27 percent have between 10 and 100 employees, and 
slightly over 3 percent have more than 100 employees (1994 counts). Yet 
businesses employing more than 100 employees account for 52 percent of the 
total employees in the state. 


Health System History 


Proposed federal health care reform initiatives in the early 1990s and national 
trends toward integrated delivery systems—especially in California and 
Minneapolis—spurred hospitals in Indianapolis to consider their future in a 
new light. Hospitals led the charge to restructure the Indianapolis health care 





Indianapolis A 3 





4 A Indianapolis 


system, in no small part out of a sense that they either must lead change or be 
run over by it. Medicare spending constraints also inspired their activities, as 
did state cuts in the Medicaid program. Yet lengths of stay in all Indiana hos- 
pitals have shown little change since 1990: from 1990 to 1993 the average 
length of stay declined from 6.6 days to 6.4; hospital admissions statewide 
dropped by only 2 percent over this same period. 

The Indiana Program for Statewide Medical Education, established in 
1967, was instrumental in developing a role for IU in the Indianapolis market 
and across the state. The program’s goal was to strengthen internship, resi- 
dency, and continuing medical education programs in community hospitals. 
The IU School of Medicine was assigned responsibility for implementing the 
program’s recommended Statewide Medical Education Program in 1969. This 
program established seven new centers for medical education in conjunction 
with the major universities of the state. By 1992, the number of interns or 
residents in Indiana hospitals had increased by 270 percent (from 428 in 1967 
to 1,154 in 1992). Between 1970 and 1990, the number of physicians per 
100,000 people in the state increased from 102 to 171, and the total number 
of physicians increased by 81 percent, to 9,573. 


Health System Changes 
Public Policymakers 


Most of those interviewed for this analysis asserted that the state’s public 
policy role in the Indianapolis health care market has been limited. The gov- 
ernor’s office has visibility through several health care commissions, but 
respondents do not expect that these commissions will wield influence in 
public policy. Public policy has had some impact on the local health care 
market as it has been applied to the state’s Medicaid program and to two 
public providers of health care services: Wishard Hospital and the Marion 
County Health Department. 

Before the 1995 legislative session, insurance reform legislation had been 
introduced routinely in the Indiana House and Senate, but little had been 
enacted. Three health-care-related bills were passed in the 1995 session, 
however, and were signed by the governor. Only one was mentioned during 
the course of interviews for this analysis, and by only one person: a small- 
group reform bill that guarantees insurance renewability and portability and 
places an upper limit on pre-existing condition exclusions for businesses with 
3 to 50 workers. The other two bills, medical savings account and physician 
property tax legislation, were not mentioned by any study respondents. The 
property tax legislation allows physician practices that have been acquired by 
not-for-profit hospitals to be exempt from property taxes if they support pro- 
vision of charity care or community benefits, including research and edu- 


cation. According to American Health Line’s recent 50-State Report on Health 
Reform Activities (October 1995), Indiana is the first state to create such an 
economic incentive for hospitals to use acquisitions to further charitable 

care. 

To all appearances, legislation passed in the 1995 session either has not yet 
affected the Indianapolis health care community, is considered to be unim- 
portant, or simply is being disregarded. In fact, many study respondents 
expressed the opinion that the legislature will “continue” to play a minor role 
in the market at least into the near future, as nothing is forcing specific 
action on health care issues. 

Governor Bayh has convened a task force, chaired by the attorney general, 
to advise him on the proposed Methodist/IU merger. The health care com- 
munity sees the task force as having little or no effect, however, on whether 
the proposal will go forward. The governor also has appointed a Commission 
on the Working Poor, which has just begun its work, and commissions to 
examine insurance portability and health care financing. Many of those inter- 
viewed expressed the opinion that these commissions, with the possible 
exception of the health care financing one, will probably become important 
sources of useful information but will not engender public policy. 

Recent changes in the state’s Medicaid program reflect a state policy of 
reducing program costs, a policy first introduced by the governor in 1993 and 
reinforced by promises made in 1994 by Republican candidates for the state 
House (the “Contract with Indiana”). After significantly reducing payments 
to health care providers in 1994 to achieve cost efficiencies, the state intro- 
duced managed care to the program in early 1995 only as a way to reduce 
costs—not to expand access or increase services. This recent move to 
managed care by a state program did not bring new managed care plans into 
the Indianapolis commercial insurance market, however, because local hos- 
pitals quickly formed a coalition to bid for the central Indiana Medicaid 
managed care contract and were awarded an exclusive one. 

Public policy also has affected the operation of Wishard Hospital and the 
Marion County Health Department. The mayor of Indianapolis is making a 
national reputation for himself as an advocate of privatization, and in 1994 
he installed a close associate as the president of the Marion County Health 
and Hospital Corporation, a municipal corporation that oversees Wishard and 
the Health Department. The focus of the corporation shifted to private sector 
management and marketing techniques and away from traditional public 
sector approaches. For example, Wishard Hospital is emphasizing customer 
service and is actively marketing it to the community. The corporation com- 
pelled the Health Department to “re-engineer” its administration and ser- 
vices, which resulted in an 11 percent staff reduction and consolidation of 
several divisions. The corporation also was instrumental in acquiring dispro- 
portionate share financing from the federal Medicaid program for Indianapolis 
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hospitals that provide care to Medicaid clients, which has, at least for the 
present, assured the financial viability of Wishard. 


Purchasers 


Employers and Employer Coalitions 

Historically, employers have taken a conservative approach to purchasing 
health care in Indianapolis. Few large businesses are headquartered in the 
region, and long distance decision making by large firms with branches in 
Indianapolis has perpetuated traditional indemnity coverage for their local 
employees. Larger employers in the region generally are satisfied with the 
costs of medical care in the Indianapolis market, which for them have been 
stable. The few firms, such as General Motors, that offer a managed care 
option do offer incentives to make that choice. 

Businesses local to Indianapolis are primarily small to mid-size and, until 
very recently, have not applied pressure in the health care market. Smaller 
employers are cost sensitive and shop for health care plans on this basis— 
with the intention of switching plans, not adding new ones. A survey con- 
ducted by the Indiana Chamber of Commerce about three years ago revealed 
that 75 percent of small employers that offered health care benefits had 
switched plans in the past year because of cost. According to one respondent 
interviewed for this analysis, this proportion probably still holds true for the 
number of employers currently shopping for health plans, but not all of those 
shopping now are buying.’ 

The only Fortune 500 company headquartered in the region—Eli Lilly & 
Co.—has had a close relationship with the medical system by virtue of its 
product lines and research staff. About 18 months ago, Lilly departed from its 
traditional stance that fee-for-service indemnity was the only form of health 
insurance it would provide when it initiated a plan to move 90 percent of its 
employees into managed care. Lilly is the first large employer in the state to 
make such a move. 

Recently, a group of employers in central Indiana, concerned about the 
lack of information with which to make purchasing decisions, formed the 
Indiana Employers Health Care Coalition (IEHCC). Discussions about 
forming such a group began in 1989, and the idea became a reality in mid- 





‘Although accurate information on employer health care costs, such as group rates, was not 
available for this analysis, the 1996 adjusted average per capita cost (AAPCC) for Medicare ben- 
eficiaries in Marion County suggests that health care costs are higher in the Indianapolis market 
than in the Evansville and Fort Wayne markets. For example, the nondisabled, aged Part A plus 
Part B AAPCC, not adjusted for demographic cost factors (e.g., age and institutional status), is 
$456.36 in Marion County, $363.61 in Vanderburgh County (Evansville), and $325.35 in Allen 
County (Fort Wayne). 


1994. The IEHCC has 21 members, including some large employers such as 
General Motors, Cummins Engine Company, and the city of Indianapolis. 
Some of those interviewed feel the coalition was responsible for the Indiana 
Hospital Association and the state Department of Public Health releasing 
hospital-specific information on charges and lengths of stay for 10 hospital 
diagnostic related groups (DRGs) in January 1995. The coalition has sent a 
clear signal to the provider community that it intends to become more 
aggressive in its oversight of medical care rates and changes in the system. It 
also might move into collective purchasing of health care services. The 
influence of the IEHCC might be blunted, however, by the fact that some of 
its members also serve on the boards of local hospitals. 


State and Local Government as Purchasers for Low-Income People 
Public sector endorsement of managed care appears to have had limited 
impact on the market. The state of Indiana has provided managed care 
options for state employees for several years, but few take advantage of them 
because there are no incentives for them to do so. Indiana University only 
recently began to encourage its employees to move into managed care. 

Medicaid is the arena in which the state has made the most dramatic 
moves as a purchaser of health care services. The state cut $500 million from 
its Medicaid program budget for fiscal years 1993 to 1995. Until January 1995, 
these savings came solely from reducing provider fees. The state then imple- 
mented Hoosier Healthwise, its Medicaid managed care program, after 
receiving federal approval of a waiver of section 1915(b) of the Social 
Security Act. The state Office of Medicaid Policy and Planning divided the 
state into north, central, and south regions; for the first phase of the program, 
it requested proposals from managed care plans for the central region only. 
Facing the prospect of losing Medicaid market share, several Indianapolis 
hospitals—Indiana University Medical Center, Wishard Hospital, Methodist 
Hospital, and St. Francis Hospital—and one local health care plan—M-Plan, 
offered by Methodist Hospital—formed a holding company to bid for the 
contract. The bid of this company, the Central Indiana Managed Care 
Organization, Inc. (CIMCO), was successful, and the state offered the 
company an exclusive contract. CIMCO now operates the program under the 
HMO license held by Healthsource Indiana, which also has a statewide com- 
mercial insurance market. The enrollment projection for the first year is 
45,000 covered lives. Because of the exclusivity of the CIMCO contract, the 
state will pay on a fee-for-service basis for Medicaid clients who present at 
hospitals other than the four that make up CIMCO. The state is reconsid- 
ering this approach and hopes in the next phase to contract with more than 
one health care plan. 

The other major public purchasing initiative concerns state dispropor- 
tionate-share Medicaid payments, especially to Wishard and Methodist hos- 
pitals. These hospitals are paid an additional 35 percent on top of their usual 
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Medicaid service rates, because they serve many low income patients. Nine 
hospitals statewide have benefited from disproportionate-share payment 
adjustments. This reimbursement system has helped make Wishard Hospital 
financially solvent. Wishard also successfully advocated in Marion County for 
a property tax increase that provides the additional local dollars required to 
match federal Medicaid dollars, at a rate of $1.00 for every $1.60 federal. 


Providers 


Indianapolis hospitals have long been a cooperative community, with sub- 
stantial social contact among their leaders. In the past 18 months, the larger 
hospitals in the metropolitan region have begun to skirmish with one 
another, however, as they maneuver to consolidate and expand their market 
share and put themselves in a position to offer capitated managed care. Their 
activities have affected both primary care and specialist physicians, many of 
whom have become anxious about their future role in the market. As a con- 
sequence, the once cooperative social structure within the provider com- 
munity is beginning to fray. 


Hospitals 

The major hospitals in the greater Indianapolis area are changing from 
passive market participants to market drivers—forming alliances with one 
another, courting and acquiring physician practices, and negotiating for con- 
tracts for insured patients. In the process, the larger hospitals are transforming 
themselves from individual, competing hospitals into composite medical care 
systems. From the “big five” hospitals in the metropolitan region, two large 
systems are emerging: a collaborative network arrangement between 
Community Hospitals Indianapolis and St. Vincent Hospitals, and a proposed 
merger between Methodist Hospital and the two hospitals of the Indiana 
University Medical Center—University Hospital and Riley Hospital for 
Children. 

The Community/St. Vincent alliance integrates the services, adminis- 
tration, and information systems of five hospitals in Indianapolis: Community 
East, North, and South; St. Vincent Hospital; and St. Vincent Carmel 
Hospital. The collaboration among the hospitals, which began in 1992 and 
won federal antitrust approval in early 1994, does not integrate finances or 
medical staff. The hospital network provides services to about 35 percent of 
the Indianapolis (regional) market. The three Community hospitals bring a 
tradition of family practice to the network, and the St. Vincent hospitals, 
owned by the Catholic Daughters of Charity National Health System, offer 
general, broad-based services and a strong cardiology specialty. A third 
hospital—St. Francis, owned by the Catholic Sisters of St. Francis Health 
Services—would like to join the Community/St. Vincent alliance; this 
prospect is being examined by the Department of Justice. St. Francis would 


bring occupational health and rehabilitation and sports medicine to the 
network. The three hospitals combined would control 45 percent of Marion 
County’s acute-care market. 

The proposed Methodist/IU merger would unite a private, general services, 
United Methodist Church-affiliated hospital with a public, university-based 
teaching facility. The merger would integrate the assets, staff, and governance 
of the three hospitals, but the structure of the merged entity has yet to be 
determined. Because the IU facilities are public institutions, the merger will 
require the governor’s signature. Methodist is one of the 15 largest hospitals 
in the country; it would bring to the merger a broad portfolio of hospital ser- 
vices with a strong specialty base and about 20 percent of the central Indiana 
market (IU has about 6 percent). IU operates the state’s only medical school; 
it would bring a strong teaching facility in University Hospital and a state- 
wide market for pediatric care through Riley Hospital (a Level One pediatric 
trauma center). The merger discussions still must determine the future of 
medical education programs operated by IU’s two hospitals and the future of 
services and facilities at IU that are duplicated at Methodist. Whether and 
how Methodist merges its health care networks—MetroHealth Plan and the 
Indiana Medical Network—also has yet to be determined. 

The proposed Methodist/IU merger brings into question the future of 
Wishard Memorial Hospital, Indianapolis’ only city hospital. Wishard pro- 
vides care to 90 percent of Indianapolis/Marion County’s indigent population. 
The hospital contracts with the IU School of Medicine for staff and hospital 
management and provides emergency care to IU patients. When Methodist 
and IU began merger talks, however, Wishard was excluded. JU maintains 
that the medical school, not University or Riley hospitals, contracts with 
Wishard, and because the medical school is not part of the hospital merger 
talks, Wishard is not affected. Yet exclusion from either of the emerging 
Indianapolis medical systems could threaten Wishard’s ability to compete for 
paying customers: 10 percent of Wishard’s revenue comes from commercial 
insurance, 23 percent from Medicare, and 33 percent from Medicaid. The 
balance of Wishard’s revenue—about $42 million—comes from Marion 
County property tax support. 

In spite of its uncertain future, Wishard is in good financial shape right 
now. The hospital is implementing a strategic plan for vertically integrating 
with health centers and nursing homes in the community and is building a 
240-bed long-term care facility. Wishard is talking with the Community/ 

St. Vincent alliance about collaborative opportunities and, through the 
Indiana Hospital Association, is opening a dialogue with the other hospitals 
in the Indianapolis community to discuss its continued financial well-being. 
Ultimately—as several people interviewed for this analysis suggested—the 
other hospitals in the market do not want to see Wishard closed because it 
serves a population that they do not want to begin serving: the uninsured. 
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According to several of those interviewed for this analysis, the 
Community/St. Vincent alliance inspired the proposed Methodist/IU merger. 
Many predicted that a third integrated medical system will emerge, and they 
indicated they would welcome and encourage such a system because it would 
increase market competition. Several theories were posited about who might 
initiate such a system. Blue Cross and Blue Shield, through The Associated 
Group (TAG)—a diversified insurance and financial services umbrella 
company for Blue Cross and Blue Shield in 25 states—has indicated it would 
like to move into health care provision and is purchasing primary care prac- 
tices across the state. Although it could develop into a competing medical 
care system in the Indianapolis market, some observers questioned whether 
this is one of TAG’s goals. 

Another candidate for the third system is Suburban Hospitals, Inc., a 
nine-year alliance of hospitals (nine county-run and one private) that ring 
Indianapolis. The Suburban alliance originally was created to give the 
member hospitals a price negotiating position with insurers that would allow 
them to compete with the larger hospitals in the market. The two emerging 
systems are pressuring the Suburban alliance to affiliate with one of them as a 
group; if the alliance won’t do this, the systems will split the alliance and 
form affiliations with member hospitals individually. Under this pressure, 
Suburban began about 18 months ago to revise its strategic plan and its 
mission, partially with the intent of strengthening the group as an alternative 
to the two networks. The alliance is trying to get a four-year commitment 
from member hospitals not to contract with anyone else. Several rural hos- 
pitals also have approached it, seeking participation in the network. 

In addition to forming alliances with one another, the large Indianapolis 
hospitals have developed other strategies to retain and expand market share. 
One such strategy is further horizontal integration with hospitals outside, and 
on the outside edges of, the regional market. The pressure on Suburban 
Hospitals to affiliate with the Community/St. Vincent alliance or Methodist 
Hospital is one example. The large city hospitals also are seeking alliances 
with rural hospitals outside the metropolitan region. Methodist, for example, 
has formed a clinical affiliation with Howard Community Hospital to the 
north and has acquired Bedford Regional Medical Center to the south. 
Methodist, which intends to enlarge its share of the statewide market (cur- 
rently about 5 percent), also has formed a network with five large hospitals in 
other large markets in the state—Columbus Regional Hospital, Deaconess 
Hospital in Evansville, Home Hospital in Lafayette, Parkview Hospital in 
Fort Wayne, and Union Hospital in Terre Haute—for the purpose of negoti- 
ating with employers and insurers for contracts to provide managed care. The 
network probably will allow some integration of administration but not of ser- 
vices or staff. 





10 A Indianapolis 


The large hospitals in the Indianapolis market also are working toward 
vertical integration by purchasing primary care practices and opening com- 
munity clinics. Community/St. Vincent and Methodist hospitals are acquiring 
primary care practices aggressively throughout the Indianapolis region. 
Community/St. Vincent hospitals intend to increase the ratio of primary care 
to secondary services across their collaborative network. The five hospitals 
participating in the Community/St. Vincent alliance have a joint strategy of 
developing partnering opportunities with physicians with the goal of estab- 
lishing an integrated delivery network. Methodist also intends to increase its 
ratio of primary care providers to specialists and is developing outpatient 
centers around the city within easy access of Interstate 465 (its “beltway 
strategy”). IU is building its primary care capabilities as well, by expanding 
staff (“producing” primary care physicians) and expanding facilities. In the 
last three years, [U and Wishard Hospital have opened six neighborhood 
clinics throughout the city (Wishard operates the clinics and IU provides the 
professional staff). 

The hospitals’ movement toward horizontal and vertical integration has 
been motivated primarily by the vision of the individuals leading them. 
Action by the executive of one hospital and reaction by another have played 
a significant role in instigating and furthering market change. But various 
alliances that some viewed as “natural” in this market—for example, 
Methodist Hospital (specialty niche) with Community Hospitals (primary 
care niche)—did not occur, and some interviewees suggested that this was 
largely the result of the personalities involved. 

The church also influences the direction that Methodist Hospital and the 
Catholic hospitals—St. Vincent and St. Francis—take. The Methodist 
church, with significant representation on the hospital board, initially sup- 
ported the Methodist/IU merger as long as it would result in an integrated 
system that provided better care for patients. But the merger brings the role of 
the church in a merged, for-profit medical system into question. The hospital 
has hired a nationally known ethicist to help the church and the hospital to 
determine the best course for each with regard to the proposed hospital 
system. The Catholic church also is influencing the emerging medical 
systems: St. Francis Hospital initially talked with Methodist about a possible 
collaboration, but the Catholic church advised St. Francis to cease these dis- 
cussions and work with a Catholic institution instead. St. Francis now intends 
to join the Community/St. Vincent alliance. 


Physicians 


Historically, physicians were powerful in the Indianapolis market in tradi- 
tional ways: they were at the center of a fee-for-service system, and they were 
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informally in control of Medicaid reimbursement rates because the program 
essentially paid their charges rather than set their fees. The new alignments 
of hospitals in the Indianapolis market and aggressive courting by both hos- 
pitals and insurers now have physicians confused and worried. 

About a third of the physicians in the market are primary care providers. 
As increasing overhead costs and declining reimbursements made them “ripe 
for plucking,” nearly 80 percent have become affiliated in some way with a 
hospital system or provider network (for example, some have sold their 
practice to a hospital, others have joined a network). One observer suggested 
that within a year there will be no unaffiliated primary care physicians in 
Indianapolis. But now that they have been become aligned, primary care 
physicians are grappling with what the new network environment means to 
their practices. Although most understand that the structure of the health 
care system is changing and they need to move with it, many do not under- 
stand what physician networks and integrated systems are or how being an 
employee of a system or operating under a managed care contract can affect 
their clinical practice. 

In the past, there were few physician group practices in the Indianapolis 
market. Family practice physicians tended to be in solo practice or in small 
groups of two or three. About four years ago, a group of 22 internists affiliated 
with Methodist Hospital formed a primary care group called Aegis. Although 
Aegis was an independent group with no direct financial or administrative 
connection with Methodist, the public identified it as having “Methodist” 
physicians. Aegis has since become a subsidiary of Methodist Hospital and 
has merged with a management service organization (Practice Management, 
Inc.). The new network, an independent practice association (IPA), is known 
as Indiana Medical Network; it is one of two networks offered by Methodist’s 
M-Plan HMO. 

Generally, physicians who have joined networks have not yet changed 
their practice or referral patterns or shifted their perception of their rela- 
tionship with hospitals or health plans. Most physician business is in “dis- 
counted” reimbursement schemes, and these have not influenced them to 
modify their practice patterns. Interviewees report that primary care physi- 
cians also have yet to exercise the power that hospital and health plan 
restructuring offers. Hospitals and health plans are shifting their focus to 
primary care physicians as the point of entry into the medical system. 
Methodist Hospital, for example, has created an umbrella organization— 
the Methodist Health Group—that is intended to shift the hospital out of the 
center of the Methodist system, making it just one in the array of services the 
system offers. Methodist’s M-Plan is experimenting with physician clusters 
(or “point-of-care teams”) that manage and provide coordinated care. 

Interviewees suggest that such restructuring has yet to change the practice 
of medicine in Indianapolis much, and is not expected to over the short term. 
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Specialists are beginning to feel pressure in the Indianapolis market, as the 
vertical integration strategies being played out by the hospitals and TAG 
focus on the primary care physician. Historically, the few Indianapolis-area 
specialist groups have been single-specialty clinics, such as radiology groups or 
neurosurgery clinics. Recently, however, specialists have begun to form multi- 
specialty groups to position themselves to accept capitated managed care con- 
tracts. Two groups of heart specialists, for example (Northside Cardiology and 
Nasser, Smith and Pinkerton), have purchased a number of primary care prac- 
tices, and eight specialty groups in the Indianapolis area are discussing 
forming a multi-specialty network. 


Safety Net Providers 

Providers in the Indianapolis safety net are being forced to redefine their roles 
in the market in the wake of the hospital activity and as the public sector 
pushes for privatization of services. The safety net is small, comprising com- 
munity health centers (CHCs), hospitals, and the Marion County Depart- 
ment of Health. 

The community health center system is defined by the institutional affilia- 
tions of its members. Methodist Hospital operates HealthNet, a system of 
three clinics in south Indianapolis. Wishard Hospital is affiliated with six 
community health centers, five of which were moved from the Marion 
County Department of Health along with their federal program financing. 
The relationships between the CHCs and the two hospitals significantly 
influence the CHCs’ market and operational strategies. For example, 
Methodist and Wishard’s involvement in Hoosier Healthwise, the Medicaid 
managed care program, has forced their affiliated CHCs into exclusive referral 
arrangements. The Indiana Primary Health Care Association, an association 
of primary care clinics throughout the state, supports CHCs in their planning 
and marketing strategies. For example, the Association assists CHCs in 
becoming federally qualified health centers (FQHCs). It also assisted several 
CHCs as they worked with the state and local community-based organizations 
to develop an application to the U.S. Department of Housing and Urban 
Development for an Enterprise Community designation for a neighbor- 
hood in the near eastside of Indianapolis. The Association also received a 
$2 million allocation from the 1995 state legislature for organizational and 
educational activities. 

The Marion County Department of Health began to focus more on 
population-based services (i.e., services that support the health status of popu- 
lations, as opposed to clinical services to individuals) when a large part of its 
clinical presence—the five community clinics—was moved to Wishard about 
four years ago. The department still operates two free-standing clinics and 
two school-based clinics. Since its change in focus, the department has been 
exploring ways to collaborate with the large Indianapolis hospitals to improve 
community health and is enlisting the hospitals to help with strategic 
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planning. Among the many collaborative efforts that have emerged are a 
community needs assessment process and a program to give immunization 
data to each of the “big five” hospitals (along with computer systems to track 
the data). Consumer advocates suggested that the collaboration between the 
department and the hospitals is improving the health of poorer communities 
in Indianapolis and that the department is providing needed leadership on 
the special needs of particular neighborhoods. 


Academic Medical Centers 

The Indiana University Medical Center provides 6 percent of the hospital 
care in the Indianapolis market and is the dominant source of complex 
medical care for children in the state. In addition to providing staff for its two 
hospitals, University and Riley, the IU School of Medicine faculty and resi- 
dents also staff and manage Wishard Hospital and its affiliated clinics. 

IU has become involved in the local market alliance and merger discus- 
sions as it seeks to maintain a balance between service, research, and edu- 
cation in a changing market. The Medical Center recently concluded that, as 
occupancy rates decline and hospital-based medical care costs increase—with 
no accompanying increase in public subsidies—it must seek “economic inte- 
gration” with another organization to create a single large health system. This 
decision led to the proposed merger with Methodist Hospital. With the 
merger, IU believes that it will become part of a large, programmatically 
diverse hospital system. The IU Medical Center has not included Wishard 
Hospital in discussions about merging, and Methodist Hospital has expressed 
concern about the consequences of Wishard closing its doors; as one observer 
commented, indigent patients currently seen at Wishard probably would go to 
Methodist if the city hospital closed. 

Several of those interviewed for this analysis commented on the difficulty 
of integrating IU and Methodist medical staff. The two staffs have different 
organizational cultures, including different views of the relative importance of 
family medicine (an emerging area at IU) and specialty care (an historically 
strong area at both institutions). Physicians associated with IU are also con- 
cerned about the relative importance research and teaching will have after a 
merger based on market pressures. Financing such non-clinical programs will 
continue to be a problem in the foreseeable future. 


Insurers and Health Plans 


The Indianapolis health care market has long been dominated by indemnity 
insurance, but in the past two years more managed care plans have been 
offered and enrollment in such plans has gradually increased. The largest 
indemnity insurer in the market, TAG is aggressively moving toward oper- 
ating its own integrated delivery systems, and the larger hospitals are creating 


physician-hospital organizations (PHOs) designed to compete for capitated 
contracts. 

Indianapolis’ shift toward managed care is reflected in the statewide 
breakdown of enrollees in various insurance products. About 87 percent of 
Indiana’s population is covered by health insurance: 66 percent in private 
plans and 21 percent in publicly sponsored plans (15 percent Medicare and 
6 percent Medicaid). Excluding Medicare and Medicaid, about 16 percent of 
the population is enrolled in commercial indemnity insurance and the 
balance, about 50 percent, is enrolled in managed care plans. 

“Managed care” is defined in Indiana as POS plans, PPOs, and HMOs. 
POS plans are considered a transitional form of managed care, and their 
enrollment still is counted under indemnity insurance. Currently, about 
40 percent of the population is enrolled in PPOs and about 10 percent in 
HMOs. 

TAG, based in Indianapolis, has 35 percent of the health insurance market 
in the tri-state area—Indiana, Ohio, and Kentucky—and about the same pro- 
portion in Indiana, including the Indianapolis market. Other indemnity 
insurers in Indianapolis include Sagamore Health Network, Prudential, 
Aetna, and Travelers. The largest HMO in the state—with 95,000 
enrollees—is M-Plan, offered by Methodist Hospital. Other HMOs include 
Principal Health Care, PruCare, Healthsource Indiana, Maxicare Indiana, 
and IU Health Care. 

Methodist Hospital and TAG are forcing the emergence of managed care 
in the Indianapolis market by blurring the line between health care insurers 
and providers. Methodist owns and operates M-Plan, a for-profit HMO, and 
TAG is developing an integrated system of provider networks and insurance 
products that provides and manages health care and can accept capitation. 
Methodist started the trend in the late 1980s when it created M-Plan. 
M-Plan owns and operates two delivery systems: MetroHealth Plan (a 
provider network) and the Methodist Delivery System (a PHO that offers the 
Indiana Medical Network, an IPA with a primary care focus). M-Plan capi- 
tates both networks. Physicians in the two networks accept patients either 
directly through M-Plan or indirectly through other, non-Methodist plans 
and insurers; only 10 percent of their patients are M-Plan enrollees. M-Plan 
also contracts with physician groups established by other hospitals, including 
IU Medical Center, St. Francis Hospital, and Suburban Hospitals, but not 
Community or St. Vincent hospitals. 

The other large hospitals in Indianapolis are following Methodist’s lead by 
creating their own PHOs. Indiana University Medical Center created IU 
Health Care in 1992, which has opened clinical offices throughout the city. 
St. Francis Hospital and St. Vincent Hospitals also have created PHOs. 
Suburban Hospitals has formed a PHO that carries full risk for 8,000 lives and 
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is developing a strategic plan that will allow it to market HMO products. 

In particular, the Suburban group of 10 hospitals is interested in creating a 
network with 5 other hospitals statewide—to be called Suburban Health 
Organization—that would obtain an HMO license under which each hospital 
would operate locally. Suburban also wants to partner with an insurer to 
develop a PPO. 

TAG has been a small player in managed care in Indiana; enrollment in its 
HMO, Key Health, has dropped over the last three years from 100,000 to 
30,000. The insurer’s current strategy includes forming the American Health 
Network, a partnership of primary care physicians across several states, 
including the tri-state area (Indiana, Ohio, and Kentucky). TAG is offering 
physicians an equity position with American Health, which will operate as a 
management service organization that provides billing and other management 
services to member physicians. About 120 primary care physicians in 
Indianapolis have signed on. TAG also is merging with Community Mutual 
Insurance Co., a Blue Cross and Blue Shield plan based in Cincinnati. The 
merger will create one of the largest Blue Cross and Blue Shield health plans 
in the United States (with more than four million policyholders in the tri- 
state area). The merged company plans to establish a network of family 
practice centers linked by a computer information system to the insurer and 
to a network of affiliated specialists and hospitals.’ 

Insurers and health plans in the Indianapolis market are struggling with 
the concept of provider exclusivity, especially with the emergence of the two 
hospital-based medical systems—the Community/St. Vincent alliance and the 
proposed Methodist/IU merger. TAG has considered ways to enter into an 
exclusive contract with one or more of the local hospitals or one of the two 
hospital systems. Employers have difficulty contracting with insurers or health 
plans that restrict choice of hospital, however, because their employees want 
to go to a hospital near where they live or work. Because hospitals are dis- 
tributed widely throughout the city and suburban areas, employers have 
resisted having TAG (the largest insurer) form exclusive arrangements with 
any of them. 

TAG is not the only insurer in the tricky position of either contracting 
with one of the emerging systems or trying to persuade both to participate in 
the same insurance products. Some of the affected hospitals are insisting on 
exclusivity. Sagamore Health Network, one of the largest PPOs in the state, 
used to include Community, St. Vincent, and Methodist hospitals. As a result 
of the Community/St. Vincent alliance, however, Sagamore was able to con- 





*TAG also merged with Southeastern Mutual, a Kentucky-based Blue Cross and Blue Shield 
provider, in 1993. 


tinue to offer Methodist Hospital only by creating two separate PPOs, one 
with Community and St. Vincent hospitals (Sagamore Plus) and one with 
Methodist (Sagamore Select). Travelers, which used to contract with both 
St. Vincent and Methodist, ceased offering St. Vincent in January 1995, 
when the hospital indicated it would not participate in a network that 
included Methodist. Healthsource encountered the same problem. 

Insurers and health plans in the Indianapolis market are not unduly con- 
cerned about “outside” health plans entering and capturing market share. The 
only known exception is Humana Health Care Plans of Indiana, which has 
entered the Indianapolis market through an agreement with Methodist 
Hospital. For now, the competition is among existing plans in the market and 
is over which will be in a position to capture the most capitated managed 
care business in the future. 


Consumers 


According to several interview respondents in the physician and hospital 
communities in Indianapolis, as well as consumer advocate respondents, the 
structural changes instigated by the hospitals in the Indianapolis market have 
had little effect on consumers. Most employers offer both an indemnity 
plan—including POS plans—and an HMO. The HMO usually has a broad 
enough provider panel that employees don’t have to change providers if they 
select this option. For the most part, consumers have remained loyal to their 
physicians and hospitals. 

The care that consumers receive also has not changed very much, 
although some of their physicians now act as gatekeepers for referrals. 
Practice patterns have not yet changed significantly across the market, 
however, so few consumers have noticed gatekeeping activities. Hospital 
efforts to provide quality assurance and increase customer satisfaction are too 
recent to have had an effect on people’s choice of health care plan or 
provider. Consumers still tend to have loyalties to certain hospitals based on 
history, culture, and location, and these have not yet been affected by the 
machinations of the market. 

Consumers also have not put any pressure on the market to inspire 
changes in health care delivery. Several people interviewed for this analysis 
said that, by their nature, “Hoosiers don’t demand a lot,” and consequently 
they might grumble a little about not being able to self-refer but they “won’t 
make a fuss.” In fact, they might even apologize for being dissatisfied! A 
survey of Indianapolis-area consumers (in Marion and the seven contiguous 
counties) conducted by the Citizens Energy Coalition Education Fund, Inc., 
in mid-1994 indicated, however, that a large majority (about 86 percent) 
agreed that the health care system needs either some change or major change. 
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This group identified the cost of care, including premiums, as the biggest 
problem with the system. 


Future Developments 


Interview respondents agreed that the rapid developments taking place in the 
Indianapolis market will continue into the near future. Most believed that 
the proposed Methodist/IU merger would be approved and that there will be 
at least two health systems in the market. Many felt that Wishard would 
eventually be included in the Methodist/IU system, primarily because of the 
historical staffing relationship between Wishard and IU. Once the structure 
for the Methodist/IU merger has been established, there probably will be 
greater certainty in the market as a whole. Similarly, a decision by TAG 
regarding hospital affiliations, which should be made in the near future, will 
have a calming influence on the market as another uncertainty is resolved. 

A few of those interviewed suggested that the proposed Methodist/IU 
merger could fail. These observers believe the cultural diversity between the 
two organizations might be too much to overcome. If the merger fails, they 
suggested, government or church influence probably will not be the cause. 

Many interviewees suggested that the legislature and the public sector will 
not play a role in creating or overseeing health policy in the near future. The 
commissions appointed by the governor will develop useful information, but 
it will languish from government inattention. 

Managed care will continue to grow in the Indianapolis market, according 
to many observers, with penetration of risk-bearing plans at 50 percent or 
more by the year 2000. Medicare risk-bearing products also will grow quickly. 
Consolidation among the providers also will continue, but the “weight of 
mergers” —that is, the pressures that come with making mergers and alliances 
work—could begin take a toll on the administration and operation of the par- 
ticipating organizations. Although no hospitals in the market have closed, 
some might as smaller hospitals lose market share to the larger systems. 

The role physicians and employers will play in the market is not clear to 
most of those interviewed. Many expressed the opinion that physicians will 
organize and become a more central force in shaping the system. An equal 
number said that hospital dominance would continue and that physicians 
would be “stuck” with this for the foreseeable future. Some believe that 
employers will develop PPOs and that the fledgling business coalition will 
become a force in the market. Most indicated, however, that they do not 
believe that the quiet role of these purchasers will change much in the near 
future. 

Several interviewees pointed out that players in Indianapolis are preparing 
for the possibility of external actors entering the market. Columbia/HCA 
Healthcare Corporation already owns the small (182-bed) Women’s Hospital 


Indianapolis. Using this hospital as a launching point, Columbia/HCA could 
form a third medical system by buying other hospital facilities (or their excess 
capacity) and by offering its own insurance products or purchasing insurance 
products already in the market. Wishard Hospital already has approached 
Columbia/HCA about partnering opportunities; the for-profit corporation 
indicated it was not interested. According to one person interviewed, 
Columbia/HCA “would have a hell of a fight coming in here” and trying to 
form a third system, because “Indianans do not like outsiders.” 

The points of consensus about future developments—the Methodist/IU 
merger, the role of TAG, the increasing market penetration of managed 
care—seem all the more important when viewed in the context of the 
makeup of Indianapolis. Many of those interviewed characterized themselves 
and their community as conservative, cautious, wary of outsiders, and pos- 
sessing a unique way of doing business. The fact that a community that 
describes itself this way could agree on a view of the future that includes 
major changes in the health care market suggests that the next year or two 
will indeed be significant for Indianapolis. 
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vv A VY. Overview 


The dynamics of the Twin Cities health care market, one of the most 
advanced managed care markets in the country, will quickly change as its 
consolidated health plan sector faces challenges from purchasers and 
providers. Business and government strategies for contracting directly with 
providers and developing less restrictive insurance products, as well as the 
state’s easing market regulation, have stopped further consolidation. These 
trends signal the weakening market power of the large health plans. 

Three years ago, private and public purchasers and the state legislature fos- 
tered mergers and consolidation among the hospital and insurance systems. 
In 1991, after the governor vetoed the state’s health reform bill, the Business 
Health Care Action Group (BHCAG), an employer coalition comprising 
about two dozen of the state’s largest self-insured businesses, was formed to 
negotiate with health plans for better health insurance coverage for their 
employees. State policy adopted in 1992 and 1993 provided strong incentives 
for all providers and insurers to form integrated service networks (ISNs), 
which were designed to deliver a comprehensive set of services for prepaid 
rates. 

As a result of horizontal and vertical integration in the insurance, hospital, 
and purchasing sectors over the past few years, the market is currently domi- 
nated by three health plans (HealthPartners, Allina, and Blue Cross and Blue 
Shield), which have a combined 80 percent of the insured market. These 
health plans, two of which are vertically integrated with hospitals and physi- 
cians, pursue different strategies. Allina, an alliance of an HMO and a large 
hospital system, is trying to merge its two lines of business into a more inte- 
grated system. HealthPartners, the product of several HMO mergers, empha- 
sizes close working relationships with its owned and affiliated physician group 
practices. Blue Cross and Blue Shield does not own any hospitals or physician 
groups, but it has sought contractual arrangements with providers. Aggressive 
competition among these three health plans and pressure exerted by large, 
organized purchasers have led to increased price competition. 

Recent trends indicate that market consolidation may have gone too far. 
Purchasers are increasingly uncomfortable with the high level of consoli- 
dation in the health plan market, believing that it reduces their ability to 
hold health plans accountable and that increased leverage for health plans 
could lead to higher prices in the future. The BHCAG (renamed the Buyers’ 
Health Care Action Group) is developing a new purchasing strategy that 
would allow purchasers to contract directly with providers that organize into 
competing care systems that are separate from the health plans. 

Public purchasers are also increasing their efforts to obtain better value for 
their health care dollars. BHCAG gained more power in the marketplace 
when Minnesota state employees joined the group. The state employee health 
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plan will coordinate direct contracting strategies with private sector put- 
chasers. The state also continues to aggressively purchase health care for 

its own employees and for enrollees in Medicaid and MinnesotaCare— 
low-income, uninsured people who are ineligible for Medicaid but eligible to 
receive public subsidies for health coverage. Medicaid and MinnesotaCare 
enrollees throughout the state will be gradually enrolled in managed care 
plans according to a federal Section 1115 waiver approved in May 1995. 

Meanwhile, several of the major hospital-based systems are beginning to 
position themselves to compete with health plans by contracting directly with 
large employers. Some of these hospital systems, as well as a number of orga- 
nized physician group practices, believe that the health plans do not pro- 
vide sufficient incentives for cost-savings. While most health plans are 
developing clinical practice innovations to reduce costs and improve quality 
(e.g., chronic disease management techniques), only about 35 percent of all 
of their HMO payments to providers are capitated. Savings from any clinical 
practice efficiencies accrue to the managed care plans rather than to 
providers, which explains the providers’ interest in direct contracting. 

The influence of state policy has decreased since the 1995 legislature’s 
retreat from some MinnesotaCare’ provisions. The state continues to play a 
role in moderating the extent of consolidation 
to ensure that the market works effectively. The state is making it easier for 
organizations such as preferred provider organizations (PPOs) and community 
integrated service networks (CISNs) to compete with the large health plans. 
It is also working closely with the private sector to develop consumer report 
cards and obtain more consistent data from health plans. 

Over the next two or three years, the market is expected to become less 
consolidated and more quality conscious and consumer oriented. While 
managed care enrollment will likely increase as more low-income and under- 
served individuals enroll in managed care organizations (MCOs), large health 
plans will lose some of their former dominance. Purchasers will become even 
more value conscious as they seek direct contracts with high-quality, efficient 
providers. Provider groups that are able to deliver what purchasers want will 
likely gain great advantage. It is not clear if the state will regulate care 
systems as insurers if they assume some financial risk from purchasers. 





'To reduce confusion regarding the name MinnesotaCare, which refers to the state-subsidized 
program for low-income uninsured people, and the state’s annual health care reform legislation, 
which has passed each year since 1992, we will refer to the former as the MinnesotaCare program 
and the latter as the MinnesotaCare legislation. 


WV A VY Community and Health System Background 
Demographics and the Economy 


The Minneapolis/St. Paul region covers seven counties in the metropolitan 
area and has a population of about 2.4 million people, a little more than half 
of the state’s 4.5 million people. Minneapolis and its western suburbs are in 
Hennepin County, which has a total population of about 1 million. St. Paul 
and its northern and eastern suburbs are in Ramsey County, which has a pop- 
ulation of about 480,000 people. The other five counties in this metropolitan 
are Anoka, Carver, Dakota, Scott, and Washington.’ 

During the 1980s, the two major cities lost some of their population 
as more people moved to the suburbs. The overall population grew by 
15.4 percent, which was a boon to the health industry. The Twin Cities area 
is predominantly white, but it has several minority groups. Access to care for 
these groups is of concern to public health and consumer advocates. 
Hispanics comprise 2.2 percent of the population in Minneapolis and 
4.2 percent in St. Paul. Between 1980 and 1990 the African American popu- 
lation grew, primarily through migration from Chicago and other midwestern 
cities. The Twin Cities have the largest Native American indigent population 
of any metropolitan area in the country. There is also a sizable Southeast 
Asian community, which is made up of predominantly Hmong Cambodians. 

The metropolitan region has a fairly high per capita income: number 41 
out of more than 300 metropolitan areas. The median family income in 1989 
was slightly higher in St. Paul than in Minneapolis. St. Paul also had a 
slightly lower percentage of families receiving public assistance than did 
Minneapolis. 

As the regional center and state capital, Minneapolis/St. Paul has a large 
portion of the state’s employment base; major industries include light manu- 
facturing, government, education, and services including finance, health care, 
advertising, theater, and hi-tech industry. Four of the state’s largest employers 
are public: the state of Minnesota, the federal government, the University of 
Minnesota, and Hennepin County. Large private employers include 3M 
Company, Dayton Hudson Company, Northwest Airlines, Inc., Allina Health 
System, and Norwest Corporation. All of the largest nonprofit companies in 
Minnesota are health related. 





The metropolitan statistical area (MSA) is growing to include 12 or 13 counties in western 
Wisconsin. The parameters of this market study remain the 7-county area. 
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Health System History 


The Minneapolis/St. Paul health care system is regarded as one of the most 
advanced in the country. Its HMO enrollment rate of 44 percent is one of the 
highest in the country. It also has a significant PPO penetration and a high 
level of consolidation in the insurance, hospital, and physician sectors. 

A leader in health care reform, Minnesota has a long history of promoting 
managed care and marketplace competition within a structured regulatory 
framework. Minnesota has also been in the forefront of state health care 
reform and has relatively large state-sponsored programs that subsidize cov- 
erage for the uninsured. 

Several important market shifts in the early 1980s set the stage for rapid 
consolidation and growth in managed care that followed in late 1980s and 
early 1990s. The 1980s witnessed the first mergers of health plans: MedCenter 
Health Plan merged with Nicollet-Eitel Health Plan (and the St. Louis Park 
Medical Center merged with Nicollet Clinic) to form MedCenters Health 
Plan, a group model HMO. Blue Cross and Blue Shield of Minnesota’s HMO 
acquired a smaller HMO to form its Blue Plus plan. Hospitals were beginning 
to feel the effects of managed care as total hospital days began to decline from 
672 per 1,000 in the population in 1986 to 535 in 1992. Several facilities 
closed, and others consolidated into four major multi-hospital systems. 
Already largely organized into group practices, physicians began forming even 
larger groups, selling their practices to hospitals or health plans, and affiliating 
with one or more managed care networks. 

A significant market change occurred in 1989 when Minnesota’s Employee 
Group Insurance Program decided to change its health benefits policies in 
response to a $50 million deficit and a projected 42 percent increase in 
annual premium rates. The program, which covers nearly 150,000 people, is 
the largest employment-based group in the state. Negotiating with all major 
state employee unions and using its market leverage, the state was able to 
devise a far less costly approach to health care benefits. Instead of paying the 
full price of whichever plan was chosen by the employee, as it had done pre- 
viously, the state pegged its maximum contribution at the level of the lowest- 
cost plan in each region. It also eliminated all fee-for-service options, 
replacing them with a PPO plan. In addition, the state began collecting and 
publishing information about each plan’s benefits, costs, provider network, 
and patient satisfaction. 

These moves caused significant changes in the health plan market. The 
lowest-cost plan in the Twin Cities, a staff-model HMO, doubled its share of 
enrollment. The number of health plans offered to state employees in each 
region was limited, which gave the ones that were competing a strong 
incentive to offer lower rates. HMOs were no longer able to shadow price the 
indemnity plan rates, as state benefit plan managers suspected they had, and 
the plans had greater incentive to expand into rural areas to capture more 


enrollees. After two years, premium increases averaged 2 percent less than 
prevailing market rates for comparable coverage.’ 

Between 1991 and 1994, hospital and insurer consolidations and compe- 
tition between plans increased, spurred in part by state policy. In 1992, the 
state enacted MinnesotaCare, a series of laws designed to control health care 
costs, increase insurance coverage, and improve access to health services. 
These laws created the Minnesota Health Care Commission, which 
developed a cost containment plan to set limits on the annual growth in 
medical spending and subject fee-for-service providers to rates the state has 
set. The threat of spending limits put pressure on plans to control health care 
premium increases and spurred some providers to join capitated health plans. 
In addition, the state authorized the MinnesotaCare program to subsidize pre- 
miums for low-income, uninsured children and their parents who are not eli- 
gible for Medicaid and have incomes up to 275 percent of the poverty level. 
The state also committed to financing coverage for all residents by 1997. 

One of the most important instigators of stepped-up integration and con- 
solidation among health plans and providers was the state’s mandate, subse- 
quently revoked, that all health plans reconfigure as ISNs. Plans were given 
until 1997 to meet the requirements for ISNs, which included accepting capi- 
tation, providing a comprehensive array of services, offering community 
rating, and improving community health status.* Like HMOs, ISNs were 
required by Minnesota law to be non-profit. The state planned to promote 
competition between ISNs by collecting and publishing data on performance, 
quality, and patient satisfaction. Providers that chose not to join ISNs would 
have been subject to state-set reimbursement rates. 

Consolidation and mergers in the health industry were also prompted by 
changing expectations of large employer groups. The BHCAG stimulated 
competition among the major HMOs and insurers by issuing a request for pro- 
posal (RFP) that requested bids for a single health plan offered by each 
member company that would promote BHCAG’s key principles: consumer 
responsibility, provider accountability and continuous improvement, common 
plan design and administrative structure, and meaningful quality and uti- 
lization data. This action stimulated further mergers among plans since few 
would be able to serve the entire group without wider geographic coverage. 

As a result of these three initiatives—changes in the state employees’ plan, 
MinnesotaCare legislation, and the BHCAG RFP—health plans began to 


merge and consolidate. This meant being better able to serve enrollees across 





See Klein, John, and Robert Cooley. “Managed Competition in Minnesota.” Managed Care 
Quarterly, vol. 1, no. 4, 1993, pp. 58-67. 

‘The state has never prescribed how providers in an ISN would be paid. In designing the original 
legislation, the commission and the legislators expected that there would be more use of capi- 
tation payments to providers or provider networks. 
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a wider geographic area, become ISNs, and serve more low-income people. In 
1991, two of the largest HMOs in the market, SHARE and Physician Health 
Plan (PHP), merged to form Medica in 1992. This first merger of two large 
HMOs in the Twin Cities gave them substantially more market share than 
their competitors had. Within the next two years, two other large HMOs, 
Group Health and MedCenters, and Ramsey Health Care Systems (hospital 
and clinics) merged to form HealthPartners. In 1994, Medica joined with the 
HealthSpan hospital system to form an integrated delivery system, called 
Allina. By 1994, HealthPartners and Medica accounted for 90 percent of 
HMO enrollees in the Twin Cities. Blue Cross and Blue Shield has most of 
the remaining HMO enrollees in this area and the majority of HMO 
enrollees in the rest of the state. 

At the same time, providers also merged to increase their negotiating 
power with health plans or to develop their own managed care products. 
Health One and LifeSpan hospital systems merged in 1991 to form 
HealthSpan Hospital Systems and developed their own PPO. This was the 
most significant merger among hospital systems. It raised concerns about con- 
centration of market power for inpatient services because the hospitals had a 
combined 28 percent market share. Methodist Hospital and Park Nicollet 
Medical Center merged to form HealthSystem Minnesota. 

There are currently 20 general acute care hospitals in the Twin Cities met- 
ropolitan area, down from 26 hospitals in the mid-1980s. The number of beds 
in the Twin Cities is 5,348, down from 10,000 beds in the early 1980s. Most 
hospitals are now concentrated in three systems: HealthEast with four hos- 
pitals, HealthSpan with five (part of Allina), and Fairview with four hos- 
pitals. HealthPartners owns one hospital. Only seven other hospitals are unaf- 
filiated with either a hospital system or a health plan.° 

Group practices have become the predominant form of organization for 
physicians. Since 1979, the percentage of physicians participating in a group 
practice has increased from 58 to 95 percent. Most of them are in groups of 
3 to 15. Almost 36 percent of group practices are multi-specialty, and 40 
percent have between 6 and 15 physicians. Since 1979, prepayment has 
grown more popular as a method of payment to group practices. In 1979, only 
4 percent of the group practices had a large proportion of their practice in 
prepaid arrangements, compared to 61 percent in 1993. 





"North Memorial remains independent (although it owns 20 percent of Preferred One PPO). 
The two children’s hospitals have merged into Children’s Health Care. Methodist Hospital is 
part of HealthSystem Minnesota. There are three publicly owned hospitals: The University of 
Minnesota, Hennepin County Medical Center, and the VA Hospital. Another five independent 
hospitals are located just outside the Twin Cities metropolitan area. 


Approximately 80 percent of the Twin Cities’ 2.6 million people are 
enrolled in HMOs, PPOs, or self-funded employer plans. Ten percent remain 
in fee-for-service arrangements and about 10 percent are uninsured. Those in 
fee-for-service arrangements are primarily Medicare beneficiaries, since HMOs 
in the Twin Cities have been reluctant to sign Medicare risk contracts 
because of relatively low Medicare adjusted average per capita cost (AAPCC) 
rates. The number of Medicaid recipients enrolled in HMOs was five times 
higher in 1994 than it was in 1989. Nearly all enrollees reside in the metro- 
politan area. 


Health System Changes 
Public Policymakers 


The previously strong influence of state policy on the market has subsided 
recently. Several provisions in the 1995 MinnesotaCare legislation repealed 
or delayed previous plans because of the newly elected, more conservative 
legislature. For example, the deadline for health plans to qualify as ISNs was 
postponed, the state’s commitment to achieve universal coverage was rede- 
fined at 96 percent instead of 100 percent, and full community rating was 
deleted as a long-term goal, ISNs are no longer subject to annual premium 
rate limits, and the regulated all-payer option (RAPO) provisions (regulated 
rates to providers not part of ISNs) were repealed. 

The effects of these changes on the market are not yet known. Without 
the annual premium rate limits, some believe that the health plans will no 
longer have a strong incentive to control costs. Others believe that private 
purchasers will exert countervailing pressures that will contain cost increases. 
Without full community rating, insurers may revert to traditional risk 
selection as a competitive strategy. On the other hand, rate bands may have 
been narrowed enough to eliminate the worst of these practices. 

The state is still trying to actively influence the market, particularly in four 
key areas: easing market entry rules; giving private employers an option to 
share risk with providers if they contribute to state funds for the uninsured or 
hard to insure; actively pursuing enrollment of Medicaid and MinnesotaCare 
participants into managed care plans; and increasing the public responsibil- 
ities that HMOs (and their competitors) must fulfill. 


Easing Market Entry Rules 

Recent MinnesotaCare laws attempt to make it easier for groups other than 
HMOs to enter the market and compete with the three major health plans. 
Policymakers were concerned about market consolidation and reduced com- 
petition. In 1994, the state authorized the licensing of community ISNs 
(CISNs) two years prior to the licensing of other ISNs. This alternative class 
of ISN was designed to give providers in rural communities an opportunity to 


Minneapolis/St. Paul A 7 





nee 





8 A Minneapolis/St. Paul 


enter the managed care business with less capital and fewer enrollees. CISNs 
can be sponsored by provider groups, but they cannot enroll more than 
50,000 members and are not subject to the same financial reserve rules that 
apply to HMOs. At this time, three CISNs have been licensed by the state;° 
two of these are fully owned by existing insurers. 

Two provisions in 1995 legislation, adopted in May 1995, make it easier 
for non-HMOs to compete. The state repealed the RAPO, which would have 
set rates that all payers must pay for providers not in an ISN. According to 
one PPO executive, this makes it easier for PPOs to continue paying 
providers on a discounted fee-for-service basis on behalf of their employer 
clients. If the provision had not been repealed, PPOs would have been forced 
to assume risk, and some may have opted to get out of the market completely. 
The legislation also authorized a pilot program for health care cooperatives 
(provider-led organizations) to contract directly with self-insured employers. 
The state intends to evaluate whether such arrangements make it easier for 
such co-ops (similar to CISNs) to obtain contracts and enroll members. The 
pilots will also give the state a chance to study regulation of such contracts. 


Cooperation with Self-Insured Employers 

The shift toward self-insurance concerns policymakers because it diminishes 
the pool of people protected by state-regulated insurance programs. In 
addition, as fewer people are covered through state-regulated insured arrange- 
ments, the state receives lower premium taxes that have been used in the past 
to fund Minnesota Comprehensive Health Association (MCHA), the state’s 
high-risk pool.’ Moreover, the state loses access to data on cost and quality 
otherwise available from regulated HMOs and other insurers. 

In recent years, the state has addressed these problems in several ways. 
First, the state chose a financing mechanism for its state-subsidized 
MinnesotaCare program for low-income uninsured people that relied on 
provider taxes instead of premium taxes. Provider taxes affect all payers, 
including self-funded plans, which enlarges the pool of funds. Some large cor- 
porations acknowledge the importance of contributing to the costs of the 





‘Preferred One, Central Minnesota Group Health (part of HealthPartners), and New Pioneer, 
which is half owned and fully administered by Blue Cross and Blue Shield. 

’'The tax that supports MCHA is an assessment against members of the association that all 
insurers must join. It is based on the amount necessary to offset the deficit on claims. The 
amount has been about 2 percent of premiums in recent years. MCHA is one of the largest high 
tisk pools in the country (34,000 in August 1994), although enrollment growth showed a slight 
decline in 1994, suggesting the effectiveness of small group reforms that limit exclusion of groups 
based on their health status. 


uninsured and affirm their willingness to pay the tax. Other large corporations 
disagree; some have even filed a lawsuit to challenge the legality of this tax.’ 

To help cover losses to the state’s high risk pool, which is funded by a 
premium tax on HMOs, Blue Cross and Blue Shield, and indemnity plans, 
the state passed a law allowing large self-insured businesses to purchase cov- 
erage directly from HMOs and health provider cooperatives. The law permits 
purchasers to make capitated payments and transfer some risk to the plans 
without losing Employee Retirement Income Security Act (ERISA) pro- 
tection. In return, the companies must pay premium assessments to help fund 
the MCHA program and abide by all data reporting requirements that apply 
to health plans. To ensure that employers retain substantial risk, they must 
cover all costs between 110 and 120 percent of monthly payments. While 
most employers have not taken advantage of this new option, it remains an 
alternative for self-insured plans and HMOs to share financial risks. 

The state also authorized the creation of a Health Data Institute, an orga- 
nization supported by public and private funds to facilitate the electronic 
exchange of data, conduct consumer satisfaction surveys, develop health 
outcome measures, and protect confidentiality. The institute was planning to 
release the results of the first HMO consumer satisfaction survey in October 
in time for open enrollment. 


Increasing Public Responsibilities of HMOs 

Minnesota has long required HMOs to abide by certain requirements that 
make them more publicly accountable than HMOs in most other states. As 
the only state that requires HMOs to be nonprofit, Minnesota has prevented 
the influx of for-profit out-of-state companies. In addition, the state sets not 
only minimum financial reserve requirements but also maximum reserve 
levels to keep premiums low. In exchange for protecting them from compe- 
tition from for-profit plans, the state requires HMOs to file action plans speci- 
fying how they intend to promote community health. In 1994, the state 
added another provision requiring HMOs to file collaboration plans that must 
specify how the HMO will work with public health and community agencies 
to develop community health promotion programs. 





8A recent Supreme Court ruling in another case (New York State Conference of Blue Cross and 
Blue Shield Plans v. Travelers Insurance Co.) suggests that the Minnesota provider tax may with- 
stand court appeals. 
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Purchasers 


Employers and Employer Coalitions 

While employer coalitions and public purchasers have contributed to 
important changes in the health care market from 1985 to 1994, their power 
has increased recently to the point that they now influence the market's 
direction. Through the collective efforts of large self-insured plans of private 
and public employers, the market remains highly price competitive. To ensure 
that low cost does not come at the expense of quality care, and to make 
providers more accountable, purchasers have embarked on three new 
strategies: (1) laying plans for direct contracting between purchasers and 
providers, (2) strengthening the purchaser coalition by adding the state 
employee system, and (3) requiring more information from health plans and 
providers about quality and outcomes of care, to use in purchasing decisions. 
In addition, employers are shifting from insured to self-insured status to lower 
their costs. 

The Twin Cities has always had comparatively low costs. Health care 
spending per capita is lower in Minnesota than the national average. Private 
employer health care costs are substantially lower in the Twin Cities than in 
other markets. For example, 3M, the largest private employer in Minnesota, 
has employee health benefit costs of $3,300 per employee in the state, com- 
pared to its U.S. average of $4,700. Benefit costs are far lower in Minnesota 
than in California ($8,000) or New Jersey ($7,900) markets. 

Price competition in this traditionally low cost market has become much 
more intense largely because of purchasers’ ability to stimulate competition 
among the three major HMOs. Premium rate increases, above 10 percent 
around 1990, dropped to an average of 5 to 8 percent between 1992 and 
1993. Premium rate increases for commercial enrollees in the largest HMOs 
averaged 4.3 percent in 1994. Based on several recent negotiations between 
purchasers and HMOs or insurers, rates may hold steady or even decline in 
1995 and 1996. For example, Ramsey County, which purchases health 
insurance for its 7,300 employees, retirees, and dependents, and for those of 
12 other localities as well, recently narrowed the final bidders to two plans, 
one of which offered a 1.5 percent decrease and the other a smaller rate of 
increase than the HMO that previously held the county contract. 


Purchasers Demand More Accountability and Seek Direct 
Contracting with Providers 

Large purchasers are seeking to contract directly with groups of providers, 
called “competing care systems,” to address three major concerns: over-con- 
solidation of health plans and providers, which may give them too much oli- 
gopoly power; the belief that health plans spend too much on administrative 
expenses; and the fear that providers are becoming less accountable as they 
get absorbed into large plans. 


BHCAG is leading the effort to shake up the existing system through a 
new purchasing strategy. Under the present system, a common health cov- 
erage option administered by one of the health plans is available to employees 
in each of the participating companies.’ Since other choices are available to 
employees in each company, the coalition’s power is somewhat reduced. 
While this system has given employers more control over health plan design 
and an improved ability to increase quality, BHCAG believes that the system 
does not give providers adequate incentive to attain greater cost efficiencies. 

To reward the most efficient and highest quality providers and reduce 
administrative costs, BHCAG has recently unveiled the enhanced compet- 
itive model it intends to institute when the current joint contract expires in 
1997. BHCAG has identified 15 to 16 potential care systems that it might 
contract with directly. Under the BHCAG model, care systems will consist of 
structurally or functionally integrated provider groups (hospitals and 
physician groups) able to meet BHCAG performance standards for quality 
and stability and assume all or a substantial portion of financial risk for their 
enrolled population. 

In this model, care systems could either own, contract with, or subcontract 
with a system integrator, such as a health plan, to accept risk for the full 
range of services needed to care for the population. Health plans would 
function like third-party administrators, handling claims processing, risk man- 
agement, and cost/quality data reports. Ultimately, one health plan would 
serve as a health insurance purchasing cooperative or alliance to provide con- 
sumers the information they need to make informed choices about health 
care systems. 

Until this system can be implemented, some BHCAG-member employers 
are experimenting with direct provider contracting. For example, 3M con- 
tracts directly with Health East hospital system and a set of providers that 
were selected from the Blue Cross and Blue Shield network. In addition, 3M’s 
PPO contracts include some financial risk-sharing with providers for man- 
aging referrals and controlling utilization. 


State Employees Join the BHCAG 

The Minnesota state employee benefits plan recently joined the BHCAG, 
making it one of the largest, most powerful purchasing coalitions in the 
country. The state considered direct contracting as a potential strategy. 
During recent labor negotiations, the state employee benefits plan managers 
and union representatives discussed the possibility of replacing the statewide 
PPO option, which is managed by Blue Cross and Blue Shield, with a plan 





°*Each employer has its own separate contract with the health plan to maintain the risk by each 
company, as required under ERISA. 
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that would have contracted directly with a few closed-panel networks of 
providers. The state employee benefits plan has also sought to contract 
directly with alternative provider networks to care for high-cost users so that 
health plans would not be penalized for enrolling such patients. 


Quality and Consumer Information Initiatives 

Public and private purchasers are also increasing their demands on providers 
for quality data and trying to make both cost and quality data more available 
to consumers. For example, BHCAG spearheaded the development of an 
Institute for Clinical Systems Integration (ICSI),'° which has become the cor- 
nerstone of its clinical quality improvement activities. ICSI develops clinical 
practice guidelines and supports their implementation; develops standard 
measures of clinical quality; assesses medical technologies; measures popu- 
lation health status; and works on improved clinical information systems. By 
the end of 1994, participating ICSI groups had fully or partially implemented 
clinical practice guidelines for 26 conditions. Providers submit quarterly 
progress reports to BHCAG. In the future, BHCAG plans to obtain more 
information on relative quality, cost, and satisfaction with contracted 
provider groups. 

Several purchasers conduct and publicize their own employee satisfaction 
surveys, although the surveys are currently confined to health plans and do 
not cover provider groups. Large purchasers request more information about 
individual providers participating in health plans so they can help employees 
make decisions about providers. So far, employers have been more successful 
in specifying their data expectations than in obtaining the information. Large 
employers are leaders in the Minnesota Health Data Institute, which is devel- 
oping the first major consumer report card on health plans in the state. 


Purchasers Shifting to Self-Insurance and PPO Products 
At the end of 1994, the three largest health plan companies in the state 
reported that their HMOs were administering coverage for nearly one-half 
million Minnesota residents covered in self-funded groups. This represents an 
increase of almost 200,000 since the end of 1993. Other companies, such 
as Preferred One, report similar growth in self-funded business." In all, 
1.5 million Minnesotans receive their health coverage through employer- 
funded plans, nearly double the number in 1990. 

Approximately 60 percent of all business firms in the market are currently 
self-insured. They generally contract with PPOs for claims administration and 
provider contracting. Employers with as few as 25 employees are increasingly 





The organization, which is purchaser/provider governed, was created in response to a BHCAG 
RFP. Its membership includes 20 medical groups, including Mayo, Group Health, and Park 
Nicollet. 

"Baumgarten, Allan, 1995. Minnesota Managed Care Review, 1995. 


taking advantage of cost-savings available from self-insured status and benefit 
design. With self-insurance, firms also save through exemption from the 
minimum benefit provisions required of HMOs and ISNs and the taxes/con- 
tributions required by state law. 


State and Local Government as Purchasers for Low-Income People 
Recognizing the potential for further public savings, the state Medicaid 
agency is aggressively enrolling more Medicaid recipients, including the 
elderly and disabled, and MinnesotaCare program enrollees into managed 
care plans. Medicaid recipients, primarily Aid to Families with Dependent 
Children (AFDC) or AFDC-related in Hennepin and Ramsey counties, have 
been enrolled in HMOs for several years. By 1992, most Medicaid recipients 
and all General Assistance-Medical Care recipients in Hennepin County 
were enrolled in one of three health plans, under a 1915(b) waiver from the 
federal government. Ramsey County Medicaid recipients have been enrolled 
in HMOs since 1994. However, Medicaid managed care enrollment outside 
these two counties is minimal, and none of the MinnesotaCare-enrolled fam- 
ilies is in managed care. 

To take advantage of savings from capitated contracts, Minnesota intends 
to accelerate significantly the rate of managed care over the next three years. 
It has received a Section 1115 waiver that allows it to consolidate acute care 
Medicaid, General Assistance-Medical (a program for low-income people not 
eligible for AFDC), and MinnesotaCare programs. The state planned to 
enroll all of these groups throughout the state into managed care plans 
starting in July 1995. The waiver will allow the state to simplify the appli- 
cation process (e.g., via on-line computers in public libraries) and establish 
uniform eligibility across all three programs. It will also expand Medicaid eli- 
gibility to include families with children (no single adults) whose incomes do 
not exceed 275 percent of the federal poverty level (FPL).” In its managed 
care contracts, the state Medicaid agency is developing payment arrange- 
ments with health plans that include incentives to produce specific outcomes. 
The agency is also giving higher priority to setting quality standards and mea- 
suring access, quality, and outcomes. 

The Medicaid agency is considering contracting directly with providers. 
While the state Medicaid program has not relied heavily on non- or partial- 
capitation managed care models that contract directly with provider groups, it 
would consider doing so to expand managed care options in rural areas where 
HMOs are not currently operating. Alternatively, the Medicaid agency might 
assume the financial risk itself, acting as an HMO and contracting with 
provider networks for special populations. 





"Since this eligibility threshold is currently the standard for MinnesotaCare, it represents a sub- 
stitution of federal funds for some state funds. 
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The 10 percent of the population that remains uninsured has several 
avenues to access health care and health coverage; however, they are no 
longer guaranteed coverage by 1997. Those without coverage are eligible for 
the MinnesotaCare program if they are married or single parents with 
children, earning less than 275 percent of the FPL. The state provides sliding 
scale premium subsidies for these people, who now number about 85,000. 
However, the state withdrew a previous commitment to provide coverage to 
single adults with incomes up to 275 percent of the FPL setting the limit at 
125 percent (or 135 percent if there is enough money). The state’s Section 
1115 waiver brings in some additional federal funds that permit the state to 
provide this level of benefits. 

Further expansion has been suspended because the state is waiting for 
federal decisions about Medicare and Medicaid. If the federal government 
makes the expected cuts, the state may shift its attention to maintaining eli- 
gibility, services, and funding for current Medicaid recipients (especially the 
disabled) instead of expanding coverage for the uninsured. 


Insurers and Health Plans 


Recent trends suggest that health plans face serious challenges by purchasers 
and providers who view the plans as having become too consolidated. 
Increased premium price competition and the entry of new insurers that offer 
new or more flexible products to self-insured employers represent major 
threats to the dominant health plans. In response, insurers and health plans 
are trying to shore up their market share and influence by (1) integrating 
more closely with providers (hospitals, clinics, and physician groups) to 
expand geographic reach and achieve greater savings; (2) developing new 
quality improvement and community health promotion programs to respond 
to purchaser and policymaker expectations; and (3) designing new data 
systems that can bridge the needs of payers, providers, and consumers. 

The consolidated insurance/HMO sector includes the following: 


e HealthPartners, with 45 percent of the total HMO-enrolled population in 
the metropolitan area, is a vertically integrated delivery system with two 
HMO products (staff-model, group-model), a PPO, and Ramsey Health 
Systems (a hospital, clinic, and foundation)."* It employs nearly 600 physi- 
cians, owns 60 medical and dental centers, and contracts with another 
2,700 physicians in more than 180 locations. 





©The 1995 legislature’s amendment to the universal coverage goal now regards 96 percent coy- 
erage by the year 2000 as meeting the state’s goal. 

“The total metropolitan area population is 2.4 million. The total managed care market is 

1.9 million and total (1993) insured HMO enrollment is approximately 1 million. The market 
shares exclude self-insured plan enrollees that may also use these same health plans’ managed 
care provider networks and administrative services. 
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¢ Allina, with 42 percent of the total HMO enrollment in the metropolitan 
area, is also an integrated delivery system that includes Medica (an IPA- 
model HMO), a PPO (owned by HealthSpan), and other gatekeeper 
products for self-insured firms. Based on its merger with HealthSpan, 
Allina also owns and/or manages 17 hospitals and 60 clinics in Minnesota 
and Wisconsin, as well as 7,000 contracted providers and 336 employed 
primary care providers. 


e Blue Cross and Blue Shield has less than 10 percent of the total HMO 
metro area enrollment, but it has a much higher market share outside the 
Twin Cities. Most of its 1.2 million members are enrolled in PPO plans, 
with metropolitan area PPO enrollment of about 33 percent of the market. 


There are other insurers and HMOs with a lower market share. Metropolitan 
and U-Care, which are primarily Medicaid HMOs sponsored by Hennepin 
County Medical Center and the Department of Family Practice at the 
University of Minnesota, are not affiliated with the three major health plans. 
Another non-affiliated HMO is Northwestern National Life (NWNL). The 
Araz Group, an investor-owned health plan (PPO), has about 5 percent of 
the statewide market. Preferred One, another PPO, has 10 percent of the 
statewide market and is owned by Fairview Hospital System (60 percent 
share), North Memorial Hospital (20 percent) and Preferred One Physician 
Associates (20 percent). 

Despite the incentives to compete on the basis of quality, network compo- 
sition, or community responsiveness, price competition among these health 
plans, insurers, and PPOs remains the most compelling factor. For example, 
Medica (owned by Allina) recently underbid HealthPartners for several major 
employer contracts, which led to an increase of 100,000 enrollees in the past 
year. HealthPartners has acquired 30,000 new enrollees in the same period. 
While most employers are happy with premium savings, a few wondered 
whether premium reductions can be sustained and how long the health plans 
can deliver quality care at lower prices. 

Price competition has led to the creation of market niches for new PPOs 
offering customized and low-cost services, particularly those serving the 
growing small- and medium-sized self-insured employer market. Total PPO 
enrollment increased from 1.4 million people throughout the state in 1990 to 
2.2 million in 1993. Some of the growth in PPOs is attributable to large 
health plans diversifying their products for self-funded groups. Other PPOs 
have grown because they offer self-funded products that are less expensive 
than HMO policies since they are not subject to mandated benefits and 
MCHA assessments. 

There are at least 10 PPOs in the Twin Cities market. Preferred One 
became the fourth major player in the market last year by renting its provider 
networks to commercial insurers and other plan administrators for use by 
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insured and self-funded groups.” In early 1995, Preferred One decided to 
expand into the risk-assuming market and serve small employers by obtaining 
a CISN license to operate in 45 counties. Another major PPO player, The 
Araz Group, rents its provider networks to commercial insurers and other 
plan administrators for insured and self-funded groups. Targeting medium- 
sized, self-insured employers with 100 to 200 employees, both PPOs offer 
lower prices than HMOs because PPOs are not subject to the same benefits 
requirements, open enrollment, or guaranteed issue as HMOs. Moreover, now 
that RAPO has been repealed, PPOs are able to negotiate discounted fee-for- 
service rates with providers. 

While the PPO presence in the insurance sector has grown, other types of 
insurance have suffered. Travelers Insurance left the individual and small 
group market in 1994—a sign that the state’s small group market reforms 
make it more difficult for some plans to compete on risk selection. Prudential 
also announced its intention to leave the Minnesota market in 1995. Despite 
its new contract with the Employers Association (a small- and medium-sized- 
firm group purchasing plan), Prudential did not believe it could gain what it 
perceived to be the necessary “critical mass” of 50,000 lives. 

Point-of-service (POS) options have also emerged as important product 
lines.'® Flexible products that give employees more choices are gaining popu- 
larity, while restrictive capitated network models are declining in popularity. 
For example, Allina’s most successful product is Medica Choice, a POS 
product that has no gatekeeping functions. In exchange for an exclusive con- 
tract with an employer, some HMOs offer a choice from among HMO, PPO, 
and HMO-with-POS products. 


Integration with Providers 

Improving relationships with providers is a key strategy in reducing or elimi- 
nating competition from them. The three major health plans try to improve 
relationships with provider groups by making contracts more exclusive and 
developing properly aligned financial incentives. They also develop strategic 
alliances with hospitals or physician groups to expand geographic reach and 
reserve provider capacity in order to attract and retain health plan enrollees. 





“Preferred One has arrangements with providers and third-party administrators (TPAs) as well as 
insurers. The enrollees belong to the TPA, the insurer, or the self-funded employer, not the PPO. 
Preferred One’s revenues come from its network access fees and the utilization review and other 
services that some of its tenants choose to buy. 

‘SA POS plan is a health plan with a network of providers whose services are available to 
enrollees at a lower cost than the services of non-network providers. POS enrollees must receive 
authorization from a primary care physician to use network services. POS plans typically do not 
pay for out-of-network referrals for primary care services. 


The three major health plans have different strategies to develop positive 
provider relationships, including ownership and looser strategic alliances. For 
example, Allina owns five hospitals as a result of the merger with HealthSpan 
and has bought many physician practices to broaden its base outside the 
metro area. Allina’s recent decision to ally with the University of Minnesota 
Hospital highlights its need to integrate with providers that have an 
expansive service area and product line. In 1994, Allina also formed a 
strategic partnership with MeritCare HealthSystem in Fargo, North Dakota, 
and intends to develop regional integrated care networks in other parts of 
Minnesota. 

On the other hand, Blue Cross and Blue Shield owns no hospitals but 
rents networks through the purchase of reserve capacity. This defensive 
strategy, which involves contracting with hospitals and physician practices to 
prevent other health plans from buying or contracting all of a provider’s 
available capacity, works well with surrounding rural providers who do not 
want to be part of the other two monoliths. The approach may not be as easy 
to implement in the Twin Cities area, however, where most providers are 
already aligned with competitors. For example, Blue Cross and Blue Shield’s 
attempt to develop a strategic partnership with Fairview Health System and 
the University of Minnesota recently broke down, partly because Fairview is a 
major owner of a PPO, which is a Blue Cross and Blue Shield competitor. 

Between ownership and strategic alliances is an approach like that of 
HealthPartners, which bought one hospital (the Ramsey Health System) and 
owns numerous clinics from its Group Health staff-model base. 
HealthPartners is not planning to acquire more physician clinics, but it is 
beginning to explore how existing provider components fit into the direct 
contracting model. 

Health plans are seeking more restrictive relationships with physician 
groups whose physicians are not owned or employed by one of the major 
plans. A 1994 provision in MinnesotaCare legislation prohibits health plans 
from forcing physicians to sign exclusive contracts, but there appears to be 
significant pressure on providers to do so voluntarily. Last year, when one 
insurer established a joint venture with the Aspen Medical Group, another 
health plan eliminated the group practice from its network. 

The efforts of health plans to align more closely with providers are not 
always accompanied by capitated payment rates. According to one source, 
capitation by health plans of participating providers is limited and may be 
declining; about 33 percent of all HMO payments to providers were capitated 
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in 1993, a decrease from 1992." The decline has been attributed to the switch 
from insured to self-insured status, which prevents HMOs or their providers 
from assuming financial risk. Under the self-insured arrangements, however, 
employee benefits managers still believe in the importance of some risk- 
sharing (e.g., via withholds) so providers will have greater incentive to 
contain costs. If direct contracting between employers and providers becomes 
more popular, capitation may increase. 

The relatively low level of provider capitation may be related to the reluc- 
tance of managed care plans to let providers share the profit from gains in effi- 
ciency. But that does not appear to preclude other payment approaches that 
allow providers to share in savings. For example, Blue Cross and Blue Shield’s 
HMO (Blue Plus) recently announced a new policy called package-pricing, 
whereby it agrees to pay a consortium of providers a bundled hospital and 
professional fee that will give providers an incentive to provide certain 
cardiac care services in a more efficient manner.’® 


Quality and Health Promotion 

In response to pressures exerted by large purchasers and state law require- 
ments, quality and community health promotion initiatives have become a 
key component of each health plan’s strategies. One of the most important 
quality initiatives is the Institute for Clinical Systems Improvement, which 
was organized by HealthPartners for BHCAG. The big three HMOs have 
major quality improvement initiatives focusing on disease management 
models of care. In these models, common diagnoses or conditions—for 
example, urinary tract infections—are identified and strategies are developed 
to improve outcomes in ways that decrease costs. After testing alternative 
diagnosis and treatment methods, providers devised a new protocol that 
reduced costs to one provider by $250,000 in the first year. In the Twin Cities, 
some of the health plans are further along than others in implementing 
clinical practice guidelines and disease management principles. 

All the health plans have developed health promotion initiatives and pre- 
vention services, partly because the state requires HMOs to file annual action 
plans and specify how they will collaborate with community organizations to 
improve the general community health. For example, all three of the major 
HMOs are involved in a community-wide Family Violence Prevention 
program. HealthPartners started a program called Partners for Better Health, 
which encompasses a broad range of community-oriented activities designed 





"Baumgarten, Allan. “Doling Out Risk: How Capitation Measures Up in Minnesota.” Minnesota 
Medicine, May 1995. 

The consortium includes Minneapolis Heart Institute, Abbott Northwestern Hospital, and 
Fairview Health System. 


to promote disease prevention and early detection. In addition, the 
Population Health Initiative (PHI), a regional effort including all seven 
county health departments, has helped the public sector develop priorities for 
working constructively with health plans. Through this effort, the PHI and 
health plans have begun to analyze health status data on avoidable hospital- 
izations for asthma and diabetes. PHI has also developed a comprehensive 
strategy for increasing bicycle helmet use. For example, one hospital bought 
10,000 helmets to distribute free of charge, bicycle shops offered discounts, 
and a coalition of groups passed a law requiring helmet use by all kids. 


Data Systems Development 

Recognizing the importance of information systems, two of the health plans 
have strengthened their systems in the past year. Information systems are 
needed to manage capitated payments and deliver administrative services to 
self-insured plans. They will also be strategically important in the future 
because of the direct contracting scenario, in which health plans will be 
called upon to provide quality and cost data to employer groups. In the past 
year, Blue Cross and Blue Shield spun off its information services operations 
into a for-profit subsidiary that will concentrate on developing hardware and 
software products for health care clients. One of its for-profit subsidiaries 
developed electronic claims transfer systems and another administers workers’ 
compensation programs. 

HealthPartners has invested heavily in an 18-month project that is devel- 
oping a user-friendly/interactive Member Choice information system, which 
will be installed in kiosks around the region. To help them choose their 
HealthPartners providers, this system will give people more information about 
the service components (e.g., same-day appointments, after-hours care) and 
quality indicators of providers. HealthPartners believes this system is an 
initial step for helping consumers choose from among competing care systems 
based on quality and efficiency.” As part of this process, the health plan is 
conducting focus groups to determine consumer needs and preferences. 


Providers 


The majority of providers in the Minneapolis market have faced significant 
pressures over the last few years, including reduced revenues, a state policy 
that requires all providers not part of ISNs to be subject to state-controlled 
rates, and purchasers’ desire for wide geographic reach and array of services. 





*BHCAG was reported to be negotiating with HealthPartners to develop the data/information 
infrastructure needed to implement the care systems model, but this model cannot be imple- 
mented until the current contract expires in two years (1997). 


Minneapolis/St. Paul A 19 








20 A Minneapolis/St. Paul 


Consolidation among hospitals, insurers, and all types of providers has been 
the primary response to these pressures. As a result of mergers and inte- 
gration, a large portion of area hospitals and almost 50 percent of all physi- 
cians are owned or employed by the three major insurers/health plans. 

While the health plans seek to maintain dominance and profit, unaffiliated 
or aligned providers, hospitals, clinics, and physicians want a more powerful 
position in the market. They are attempting to secure alliances with all 
insurers to maintain access to patients without being confined to exclusive 
arrangements. To achieve this, some providers are establishing larger networks 
that can contract with all the health plans. In other cases, hospitals and their 
physician networks are seeking to assume financial risk and perform many of 
the functions now handled by HMOs and insurers. 


Hospitals 

Medica/HealthSpan’s merger with Allina and the HealthPartners/Ramsey 
merger completed a period of hospital consolidation. Three systems—Health 
East, Fairview, HealthSystem Minnesota—were produced, leaving just a few 
independent hospitals. About 31 percent of all beds in the metropolitan 
region are owned by two of the three major health plans. While average 
length of stay in Twin Cities hospitals is low, excess capacity still exists. This 
has led to widespread downsizing and diversification. 

Since the 1995 legislature delayed implementation of ISNs, the pressure 
for hospitals to merge with health plans has subsided. Now, existing hospital 
systems and independents are trying to determine a future strategy. There are 
also threats to existing regional hospital systems since The Mayo Clinic has 
begun to acquire clinics and hospitals in western Wisconsin and southern 
Minnesota, forming an arc to the east and south of the Twin Cities. 

In this environment, independent hospitals and hospital-based systems 
have developed three major strategies to survive and maintain a competitive 
advantage in the market: (1) forging tight relationships with physician groups 
to ensure referrals and provide an array of choices for health plan enrollees; 
(2) attempting to contract with most or all insurers to avoid becoming too 
dependent on one insurer; and (3) preparing to bypass health plans and con- 
tract directly with purchasers in risk-sharing arrangements. 

To align with physician groups and market themselves as prepackaged net- 
works to health plans, some hospital systems and independent hospitals have 
formed physician hospital organizations (PHOs), bought physician groups, or 
developed management service organizations (MSOs). For example, Fairview 
created a PHO with its staff physicians in 1993; Fairview Physician Associates 
(FPA) is incorporated as a nonprofit integrated practice network in part- 
nership with the Fairview Health System. Although all physicians in this 


organization have staff affiliation at a Fairview hospital and Fairview provides 
start-up funding and financial support, the two entities are autonomous. 
HealthSystem Minnesota has several different kinds of relationships with 
physician networks. Through its Park Nicollet Clinic, the organization con- 
tracts with more than 380 physicians in 19 metropolitan area locations. 
Through its Primary Physician Network, HealthSystem Minnesota also has 
contracts with 30 primary care physicians. 

The ability of Allina’s HealthSpan hospitals to expand their physician base 
has been restricted by a clause in the antitrust exemption granted to Allina 
for the merger of LifeSpan and Health One Corp. HealthSpan entered into 
an agreement with the state attorney general that featured a prohibition on 
entering exclusive provider contracts for 1994 and 1995. 

Hospitals are trying to contract with all major insurers in the market to 
ensure as broad a patient base as possible. In some instances, the hospital will 
buy a percentage of a health plan’s enrollees. For example, as part of 
Fairview’s ownership agreement with Preferred One, 60 percent of Preferred 
One’s enrollees go to Fairview hospitals. North Memorial owns 20 percent of 
Preferred One, so it gets 20 percent of inpatient admissions. Other hospitals 
will align with insurers in the market in less structured contractual arrange- 
ments that ensure a flow of patients to their facilities. For example, Allina’s 
HealthSpan hospitals contract with many of Allina’s competitors. 
HealthSystem Minnesota receives patients from both Blue Cross and Blue 
Shield and HealthPartners. 

In some cases, provider systems are developing their own health plans 
while they continue to contract with the three major players. For example, 
Fairview Health Systems, which owns part of a PPO, still contracts with 
HealthPartners for inpatient care. HealthSystem Minnesota, part of 
HealthPartners delivery system, is forming its own health plan and will be in 
competition with HealthPartners for health plan enrollees. 

Based on the BHCAG direct contracting plan, several of the major hos- 
pital-based systems are positioning themselves to compete directly with 
health plans by seeking contracts with large self-insured employers. Fairview 
and HealthSystem Minnesota have experience with capitation and are 
seeking to increase their capacity, especially if they are rewarded for 
improving clinical efficiencies. A 1994 MinnesotaCare legislative provision, 
which authorized provider cooperatives to contract directly with self-insured 
employers, may accelerate this process. 

The competitive, insurer-dominated Twin Cities market has led to 
decreasing revenues and declining admissions at the region’s major academic 
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medical center, the University of Minnesota Health System.” As a result, the 
university has adopted explicit strategies to retain its patient base. For 
example, it is promoting its out-of-state business of 20 to 25 percent by 
emphasizing its centers of excellence, such as transplants. The university is 
also trying to strengthen its relationships with traditional referral sources in 
the non-metro area of the state and is acquiring facilities in such areas as Red 
Wing and Hibbing, Minnesota. 

The hospital has also tried to respond to the managed care market. Several 
years ago, the university’s Department of Family Practice formed an HMO, 
called U-Care, which serves primarily Medicaid patients. The University of 
Minnesota’s Health System was formed through a consolidation between the 
hospital and clinic with Minnesota Clinical Associates (the faculty practice 
plan) to facilitate managed care contracting. However, managed care rev- 
enues still comprise only about 20 percent of total revenues, which is rela- 
tively small since most of the commercial population in the Twin Cities is 
enrolled in managed care plans. Although the hospital has explored a number 
of possible alliances with insurers in the past, current discussions are in place 
for Allina to buy the University Hospital.” 

Despite its challenges, the University Hospital has shown a positive 
bottom line for the past five years. This is the result of a concerted effort to 
become more cost-competitive—for example, taking $45 million out of its 
operating budget. Payroll has remained flat, and, through the use of bench- 
marks, the hospital has brought costs in most departments down to 90 
percent or lower of the median. Costs are expected to be reduced further, to 
the 25th percentile, next year. At the same time, the university is developing 
a rehabilitation program, expanding home health services, and setting up 
system-affiliated clinics. 


Physicians 

Physicians respond differently to the current market dynamics depending on 
whether they are already employed by, or exclusively affiliated with, one of 
the major health plans (half of all physicians) or whether they are inde- 





*The University of Minnesota is the only academic medical center in the Twin Cities area and 
serves as the primary teaching facility for the University of Minnesota Medical School and as a 
major tertiary care center. Mayo, located in Rochester, Minnesota, is the state’s other academic 
medical center. Four other hospitals in the Twin Cities have major teaching or residency pro- 
grams as well. 

*Should this deal proceed, Allina will close Abbott-Northwestern Hospital, the chief competitor 
to the university for tertiary and specialized care, and consolidate operations at the University 
Hospital. This deal raises numerous questions, including how it fits into Allina’s agreement not to 
purchase any more Twin Cities hospitals until 1996. 


pendent. Concerned about access to patients and the need for capital, many 
physicians have already sold their practices to insurers or hospitals. 

Physicians not employed by managed care plans pursue several strategies to 
gain access to patients and maintain their autonomy. Some physicians join 
PHOs or other hospital-physician entities. This way they can take advantage 
of a strong provider network that contracts with several insurers and works 
directly with employers. Other independent physicians have developed a 
physician-owned network that provides a network of physicians to insurers. 
For example, Criterion HealthCare Network, Inc., is a physician-owned inte- 
grated clinic network comprising 600 physicians that enables physicians to 
compete with other large multi-specialty group practices. Its members share 
risk through fixed price capitation contracts negotiated with health plans. 
Subspecialty groups in the market prefer this option since it preserves their 
autonomy. Some physicians align with an insurer without becoming 
employees. For example, Allina is developing a system whereby physicians 
can work in a capitated environment without committing to an exclusive 
relationship. 


Safety Net Providers 

Two dozen community-based clinics in the Twin Cities area operate indepen- 
dently from major health plans and have begun to work more collaboratively 
to respond to the pressures of a changing environment. Sixteen of the com- 
munity-based clinics in Hennepin and Ramsey counties have recently come 
together to form a consortium that can serve as a vehicle for consolidated 
management services to lower administrative costs and gain leverage when 
negotiating joint contracts with health plans. A group of clinics in Ramsey 
County has joined with the county public health department to monitor 
Medicaid managed care access issues in the eastern metropolitan area. 

As Medicaid managed care has grown and expanded to more counties, 
more clinics have found that maintaining Medicaid revenue requires that 
they become part of HMOs or subcontract with managed care plans. In fact, 
most health plans want to contract with comprehensive community clinics to 
steer to them Medicaid patients who might not use mainstream physician 
offices and to demonstrate to the state that they contract with essential com- 
munity providers. But even when the clinics negotiate contracts, the expe- 
rience has not always been good. For example, despite signing a contract to 
provide home health services, the Ramsey County Health Department has 
seen a drop in utilization because of fewer referrals, which has led to a loss of 
nearly $40,000 per month in Medicaid revenue. Health plans want the clinics 
to improve their medical management system, accept some risk or capitation, 
provide after-hour coverage, and handle claims and marketing more consis- 
tently. Most clinics are trying to improve their operations in these areas. 
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Consumers 


Consumers in the Twin Cities are perceived as having the best of all possible 
worlds—low-cost health care, health plans and providers that are regarded as 
delivering high-quality care, and responsible employers and a generous state 
government that provide health coverage for 90 percent of the population. 
As plans become more conscious of the importance of population health, 
community-wide health promotion efforts are becoming more significant. 
The state’s gradual expansion of its MinnesotaCare program has enabled more 
low-income families to have access to affordable health coverage with pre- 
miums subsidized by the state. 

However, not all consumers share equally in the benefits of the Minnesota 
health care system. Consumer advocates note that the 1995 legislature’s 
repeal of the universal coverage goal is a major step backward for the unin- 
sured, Many poor and disabled people do not have adequate access to spe- 
cialized services and providers within health plans. With fewer health plans 
available, some consumers are subject to sudden changes in provider access, 
especially if their employer or the state contracts with a different health plan. 
Consumers who participated in a focus group conducted during the site visit 
expressed frustration about having to change providers when employers 
switch from one health plan to another. Employers and consumers are also 
displeased by what they perceive as inadequate data to make informed choices 
about health plans and providers. 

Employees of large companies generally enjoy a wide range of choices, 
including the big three health plans, PPO-developed networks, or indemnity 
products for an extra price. However, choices are becoming more narrow for 
employees of public agencies and small employers, who are increasingly 
offering fewer health plan options in exchange for lower prices. 

Consumers enrolled in HMOs are likely to benefit from the quality 
improvement initiatives, although it is difficult to assess the benefits since 
most of the outcomes are expressed in cost savings rather than improved 
health status. Some consumers report, however, that managed care leads to a 
longer waiting period before they can schedule appointments for primary care 
and some specialty care. 

The population has seen a dramatic increase in community health pro- 
motion efforts. Attributable in part to requirements in MinnesotaCare legis- 
lation of 1993 and 1994 and in part to HMOs’ growing interest, community 
health promotion initiatives are increasing. Provisions that require health 
plan companies to develop public health collaboration plans “have catalyzed 
health plan companies and public health organizations to begin working 


together toward common population-based goals.””? County health depart- 
ments have numerous partners—the other health departments in the region, 
HMOs, hospitals, community-based organizations, Regional Coordinating 
Boards—that are willing to help them protect and promote the health of the 
entire community, including low-income and uninsured residents. 
Collaboration on these efforts has been facilitated by having many former 
state and county health department employees now working for health plans. 

Despite no significant decreases in the numbers of uninsured people, safety 
net providers (publicly supported hospitals, public health departments, and 
community-based clinics) appear able to take care of the uninsured. However, 
significant Medicaid cuts or these providers’ failure to secure Medicaid- 
managed care contracts could limit their ability to continue doing so. 

According to consumer advocates, some of the more vulnerable segments 
of the population are experiencing increased access problems. The chronically 
ill and disabled, who rely on custodial care, are especially at risk because their 
care is more subject to service restrictions by managed care plans and public 
programs. Children with disabilities and other special needs find it harder to 
gain access to specialists because their care requires repeated authorizations 
from primary care gatekeepers. Prior gains in making culturally sensitive ser- 
vices available are eroding as private plans take over Medicaid managed care, 
and populations of color are not as readily served. Senior citizens can no 
longer depend on health benefits as more companies drop their retiree health 
coverage. 

The transition of Medicaid enrollees into managed care plans has led to 
problems. The process in Ramsey County was suspended for a year while the 
state investigated allegations that provider networks were inadequate to serve 
the Medicaid population. Consumer advocates note that some beneficiaries 
have not felt welcome in physicians’ offices used primarily by privately 
insured patients. In addition, patients who need translation, transportation, 
and other support services have not found such services as readily available as 
they did with public health clinics. However, some of these problems may be 
prevented as a result of 1995 state legislation, which makes counties more 
involved in reviewing and approving Medicaid managed care contracts. 





2“Charting the Future of Population Health.” Population Health Initiative, May 1994 (draft). 
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v A VY Future Developments 


A combination of purchaser pressure and state policy intended to promote 
competition, lower costs, and improve quality has produced in 
Minneapolis/St. Paul what appears to some to be a dangerous oligopoly 
among health insurers. Fortunately, the purchasers and state policymakers 
who helped move the market in this direction realize they may have gone too 
far or been misunderstood, and they are now revising their strategies. The 
market has been expanded as far as it can go through consolidation; it is 
about to move back in the other direction. 

Purchasers, insurers, and providers are actively preparing for the next stage 
of market evolution—or, one might even say, devolution. Significant changes 
are expected in the next three years as public and private purchasers threaten 
the consolidated health plan industry by contracting directly with providers, 
who will be rewarded for improving efficiency, quality of care, and enrollee 
health status. The leading insurers could thereby evolve into efficient plan 
administrators and developers of advanced information systems that supply 
cost, quality, and outcome data to purchasers, providers, and consumers. 

This scenario is being actively promoted by the leading business coalition, 
BHCAG, and encouraged by a number of providers who are willing to enter 
into direct contracts and able to assume financial risk. At least in principle, 
the concept has been endorsed by two of the three major health plans. 
However, all the details have not been worked out and not everyone agrees 
on the best way to proceed. One legislator cautioned that if new care systems 
offer vastly different benefit packages, it will be harder for consumers to 
compare benefits and more difficult for employers to compare price, quality, 
and value. Another observer worried that health plans’ commitment to popu- 
lation health may decline in the process. 

There are other unanswered questions. To what extent will providers, 
acting as risk-assuming care systems, be regulated by state government as 
insurers? Will they be expected to contribute to the state-sponsored programs 
that finance care for the uninsured and, if so, to what degree? Many remain 
concerned about the future for providers that cannot assume such risk or 
whose higher costs make them unattractive to insurers. For example, will the 
University of Minnesota Medical Center be able to survive competitive 
market pressures? Will the state continue to provide subsidies for research and 
teaching? Will the university need to substantially downsize and limit itself to 
specialized tertiary care services? 

In Minnesota, these questions are not merely academic. The state favors 
competition as the means to achieving reasonable costs at high value, within 
appropriate government controls. Public policymakers are taking further steps 
to press the sophisticated managed care industry to care for traditionally 
excluded groups of elderly and disabled people. Community-based organiza- 


tions and consumer advocates are working with managed care plans in innov- 
ative ways that redefine the relationships among health providers, individual 
patients, and the community. 

The community has strong and sophisticated leaders in all sectors who 
actively pursue innovation. Their leadership is likely to experiment with a 
new combination of incentives and rules designed to reward providers who 
can deliver low-cost, high-quality care and exceptional service. These leaders 
also will likely seek to ensure that access remains high and that health plans 
and providers remain responsible to the entire community. 
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VW A VY Overview 


North central Florida, a 16-county area that includes the city of Gainesville, 
is a diverse rural health care market in the process of slow but steady change. 
The health care system shares some characteristics of other rural commu- 
nities, including small struggling hospitals, a shortage of health care profes- 
sionals, low commercial HMO penetration, and inadequate transportation 
systems. However, these disadvantages are mostly offset by the presence of 
large regional hospitals in Gainesville itself—notably Shands Hospital at the 
University of Florida, Alachua General Hospital, and North Florida Regional 
Medical Center—which dominate the region’s health care system. The uni- 
versity is not only a major employer but draws significant resources and popu- 
lation to the area as a teaching and research institution. As a more urban 
center, Gainesville also has more managed care enrollment than other parts 
of the region. 

The pace of change in the health care market in north central Florida has 
accelerated in the past year. In this period, competitive market pressures have 
increased. Purchasers and consumers have become more aware that health 
care prices in the region are above average for the state and have become 
more aggressive in driving hard bargains with insurers (and in a few cases 
with providers directly) to secure lower premium rates. As a result, insurers 
are competing more intensely to offer lower-cost products in all markets— 
commercial, Medicare, and Medicaid—and develop managed care products. 
A year ago, enrollment in health maintenance organizations (HMOs) and 
preferred provider organizations (PPOs) represented only about 10 percent of 
the total population. By this measure, interviewees familiar with other 
markets put north central Florida 6 to 7 years behind south Florida and 10 
years behind Minneapolis/St. Paul. However, the near doubling of managed 
care enrollees in this area in the past year (current estimates put the managed 
care market share at 20 to 25 percent) indicates that change is occurring very 
quickly. 

In response to these changes, hospitals, physicians, and other providers are 
under greater pressure to conform to managed care practices. They are trying 
to maintain or attract market share through consolidation and creating net- 
works across levels of care. Competition among delivery systems for market 
share is, in turn, driving a trend toward mergers and strategic alliances 
between rural hospitals and regional centers in Gainesville. Unlike other 
rural areas, the rural hospitals in north central Florida have escaped severe 
financial stress or closure, largely due to a constant influx of low-income 
elderly retirees, which maintains hospitals’ occupancy levels. 

Although it is too soon to tell how these changes are affecting access to 
and quality of care, consumers recognize the trade-offs involved in the trans- 
formation from a predominantly fee-for-service system into one with more 
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managed care (albeit mostly in PPOs). Those with insurance notice a marked 
improvement in the year-to-year stability of premiums and better access to 
primary care providers. Those who converted to managed care plans were 
drawn by the lower out-of-pocket costs, but some are reportedly unhappy with 
a more limited choice of providers, especially when they have special needs or 
health care problems. 

Meanwhile, in an area characterized by high poverty rates, both the 
number of uninsured people and concerns about their access to care are 
growing. State insurance market reforms aimed at improving coverage rates 
among small groups, primarily via community health purchasing alliances 
(CHPAs) have not afforded coverage to many uninsured people working for 
small firms in this area. Private physicians may be seeing more Medicaid 
patients due to the introduction of Medicaid managed care. But publicly sup- 
ported providers say they still see the majority of Medicaid and uninsured 
patients. Community health centers and the university hospital are increas- 
ingly caught in a crunch between rate reductions for their insured populations 
and their obligation to serve the uninsured. These trends, in addition to the 
potential loss of funds under federal Medicaid block grants and reductions in 
other state and federal funds, are making many uneasy about the future. 


Community and Health System Background 
Demographics and the Economy 


The north central Florida area includes a 16-county region east of Tallahassee 
(the state capitol), west of Jacksonville (on the Atlantic coast), and north of 
Orlando. It shares a border with Georgia to the north. The major population 
center is Gainesville with 94,000 people, of whom about 15,000 are students 
at the University of Florida. Another 25,000 students are not considered per- 
manent residents. Ocala, in the southern part of the region, is the other 
major population center. 

In 1994, the population for the entire region was nearly 1.1 million, and 
census data shows a 43 percent increase from 1980 to 1990, nearly four times 
the national average rate of growth. Many of the new residents are low- 
income retirees who are drawn to the region for its low cost of living and 
recreational opportunities. The proportion of people in the region who live 
below the poverty level (16.5 percent) is slightly higher than the state 
average (13 percent), but pockets of the region have as much as double the 
region average. 

Due to the region’s large geographic size, one of the rural counties was 
selected for closer examination. Putnam County is located 50 miles east of 
Gainesville and has 70,000 residents including 10,500 in Palatka, the county 
seat. Between 1980 and 1990, the population of Putnam County grew by 


nearly 29 percent. The population is predominantly white (75 to 80 percent), 
with African Americans at about 20 percent and other races less than 

5 percent. About 20 percent of the population lives below the poverty level. 
Putnam County is less isolated than other counties in the region, being closer 
to major population centers—Jacksonville, St. Augustine, and Daytona 
Beach. 

Employment in the area is heavily dependent on state and local govern- 
ments and the health care industry. In Alachua County, the largest employers 
include the University of Florida, including Shands Hospital; the Alachua 
County School Board; and the state of Florida. Putnam County has two busi- 
nesses with over 1,000 employees each—the Putnam County School Board 
and Georgia-Pacific Paper Company. About 96 percent of the private busi- 
nesses in the area have fewer than 50 employees. The rural areas are domi- 
nated by the private timber reserves of Georgia Pacific and farms that pri- 
marily grow potatoes, cabbage, and ferns. 


Health System History 


The health care system in north central Florida is characterized chiefly by its 
contrasts—between an excess of resources in Gainesville; a dearth of facilities 
and providers in some of the most isolated, poor counties; and an adequate 
amount of resources in the less isolated counties. Insurance status of the pop- 
ulation is believed to mirror closely that of the state as a whole: 41 percent 
privately insured, 22 percent on Medicare, 13 percent on Medicaid, and 24 
percent uninsured.’ 

There are 21 general acute care and 11 specialty hospitals spread 
throughout the 16-county region, with at least half concentrated in the popu- 
lation centers of Gainesville, Lake City, and Ocala and the other half spread 
through rural communities. None of the rural hospitals are more than an 
hour’s drive from one of these urban-based hospitals, and all are located 
within two hours’ drive from the University of Florida, which offers spe- 
cialized tertiary-level care. Because most Florida rural areas are located within 
60 miles of a tertiary care center (though transportation is certainly a problem 
for many), there is intense competition for patients in the rural areas. 

The competition is exacerbated by what many observers consider to be an 
overbedded system. This is the result of a medical arms race the major hos- 





These figures are rough estimates, based on certain assumptions: the proportion of the population 
over 65 is assumed to approximate the Medicare-covered population; numbers of Medicaid recip- 
ients are drawn from state Medicaid data; and both the privately insured and the uninsured are 
assumed to be the same as the Current Population Survey (CPS) estimates for the state in the 
absence of any other data to suggest otherwise. These figures are presumed to vary by county, 
however, depending on the demographic and economic composition of each one. 
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pitals in the region engaged in during the late 1970s and early 1980s. From 
the capacity to perform delicate surgical procedures to acquiring helicopter 
ambulances, each of the three Gainesville hospitals strove to be in the fore- 
front. By the late 1980s and early 1990s, competitive strategies shifted toward 
reaching out to rural hospitals through outright acquisition, management 
service contracts, or clinical affiliations. Although many of the rural hospitals 
have turned over in ownership or use (e.g., converting from general acute 
care to rehabilitation), none has closed in the past 10 years, primarily because 
of the influx into the region of elderly people who use these hospitals. 

With the increasing number of connections between Gainesville hospitals 
and those in the surrounding rural areas, the number of unaffiliated, inde- 
pendent hospitals is dwindling. Of the 21 hospitals in the region, only 3 are 
completely independent. One other remains separately owned but recently 
announced an affiliation with the University of Florida Health System that 
will bring university resources to the rural facility. 

Although managed care penetration levels have been low, HMOs have 
been in the area since the mid-1980s when Av-Med began marketing in the 
region. Av-Med, which is based in Gainesville, dominates the HMO market, 
but other companies are gaining strength. Blue Cross and Blue Shield’s 
Health Options HMO has been steadily increasing enrollment, primarily in 
the commercial market, and two other plans are strong in the Medicaid 
market. Av-Med Health Plan was the first HMO to initiate a Medicare risk 
contract in the area in 1993 and remains the only one to do so. PPOs are also 
growing in number and enrollment. The largest is the Blue Cross and Blue 
Shield PPO, which covers most of the 11,000 to 12,000 state employees that 
live in the area. 

Except for Alachua County, with its high concentration of physicians, 
most counties in north central Florida are designated as medically under- 
served. Even in Alachua County, however, only 17 percent of the overall 
physician supply is in primary care fields. Access to primary care is especially 
poor for low-income people, whose alternatives are limited to the county 
health department, community health clinics (not available in all counties), 
and occasionally University of Florida-operated clinics. 

Putnam County, the area of focus, has one major hospital, Putnam 
Community Hospital, which is currently owned by Columbia/HCA. Nearly 
60 percent of its patients are covered by either Medicaid or Medicare. Due to 
a shortage of primary care physicians, it has been designated as a health pro- 
fessional shortage area by the federal government. According to some 
observers, commercially insured patients often leave the county for health 
services in urban areas because of the shortage of physicians. Others coun- 
tered that “Putnam County is resource rich—unless you are poor.” 


Health care premiums in the region were reported to be as much as 
20 percent higher than the statewide average, perhaps because of the 
presence of the university. Others believe the lack of competition has allowed 
prices to remain high. 


Health System Changes 
Public Policymakers 


State and national health care reform proposals and initiatives of two to three 
years ago played an important role in setting the stage for increased managed 
care and more affordable health insurance in the region, but they have had 
relatively little impact on the health care market. In 1992 and 1993, the 
state adopted health care reform legislation designed to encourage managed 
competition and increase coverage. The laws had two major components: 
(1) eleven state-chartered CHPAs and a set of insurance reforms intended to 
make insurance more available to small groups and low-income working unin- 
sured people and (2) the Florida Health Security Program, a Medicaid 
Section 1115 waiver demonstration effort that was supposed to provide subsi- 
dized insurance coverage to low-income uninsured people and expand 
enrollment in Medicaid managed care plans. The state also provided a few 
rural areas with planning grants so they could develop networks to improve 
access to care. 

The local CHPA has had very modest enrollment. Though the state 
obtained federal approval for its Section 1115 waiver, the state legislature 
has withheld authorization for the Health Security Program’s implementation. 
Thus, expansion of coverage to uninsured people—estimated at about 
24 percent of the region’s population—remains on hold. And so far, the two 
rural health networks in the region have had no effect on access, a fact that 
has been attributed to low funding for the networks, few state requirements of 
the networks, and resistance by rural providers to collaboration. 

The Medicaid managed care component of the reforms appears to have 
had greater effects on the region. In April 1993, the state embarked on a set 
of strategies to expand Medicaid enrollment in managed care plans. The state 
loosened the rules that Medicaid HMOs had to meet in order to qualify; for 
example, they gave Medicaid HMOs three years to meet licensing standards 
required of commercial HMOs, reduced reserve requirements to $250,000, 
and allowed direct marketing to eligible people. As a result, statewide 
Medicaid enrollment in managed care plans increased from 383,000 
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(22 percent of all recipients) in June 1993 to nearly 600,000 (30 percent) in 
January 1995. 

The introduction and growth of Medicaid managed care has brought more 
insurers and managed care plans into the region. Medicaid HMOs entered the 
north central Florida market in early 1994. Several plans operate in north 
central Florida, and nearly 30 percent of the eligible Medicaid population in 
this area is enrolled in a plan. Initially, there was considerable resistance to 
Medicaid managed care by some community providers, and as a result, 
members were sometimes enrolled before plans had developed local provider 
networks. Eventually, plans organized networks that now include hospitals, 
private sector physicians, community health centers, and county health 
departments. 

The legislation Florida enacted in 1993 to ensure the viability of rural 
health care providers in a more competitive market has not yet had its 
intended effect. The legislation allocated funds for eight rural communities to 
plan and support rural health networks. The networks were to include both 
urban and rural health care providers and other organizational members, and 
their aim was to reduce duplication of services and strengthen rural delivery 
systems. Some also believed that the networks might evolve into health plans 
that could compete with urban-based groups that might move into rural areas, 
and the legislation included provisions for state antitrust exemptions if that 
proved to be necessary. Because the state guidelines for network organiza- 
tional models and specific activities were so general, each of the rural health 
networks moved in very different directions. 

The network in the Gainesville area—the Health Partnership of North 
Central Florida—included providers and other groups in Alachua County and 
five rural counties to the north and west.‘ After considering several alterna- 
tives for helping rural providers maintain their practices, the Partnership is 
seeking to develop a management services organization (MSO). It is also 
exploring other areas of potential collaboration, such as joint purchasing of 
services and supplies. According to one observer, one of the major barriers to 
faster or more substantial network development activity seems to be the 
reluctance of many rural physicians to give up their autonomy. The potential 
for antitrust exemptions has not been viewed as important, because the rural 
physicians are not considering any mergers, physician-hospital organizations, 
or other joint ventures. 





*For a more detailed review of recent developments in the state’s Medicaid managed care 
program, readers are referred to the south Florida (Miami/Ft. Lauderdale) site visit report. 
‘Another network was established adjacent to this one, encompassing counties to the east and 
south of Alachua along the St. Johns River. Ironically, Putnam County abuts both of these 
network districts but was not included in either one because major providers in Putnam were 
unwilling to cooperate. 


Putnam County separately submitted an application for a rural health 
network development grant, but it was not funded. Developed by the Putnam 
County Health Care Authority—an advisory group on health issues that 
reports to the county board of commissioners—the proposal identified several 
critical problems, including inappropriate emergency room use, lack of com- 
munity-based long-term care services for the elderly, teen pregnancy, and lack 
of communication and coordination among providers. Except for the need for 
community-based care for the elderly, the problems could not be resolved 
through linkages between rural and urban providers. Moreover, the proposed 
strategies were inconsistent with the legislation’s goal of strengthening or 
improving the viability of rural health systems. 


Purchasers 


Over the past few years, the health care market has become increasingly sen- 
sitive to employers, public and private, who are seeking lower-cost health 
coverage options and stable premiums. In general, most employers would like 
to maintain comprehensive benefits for their employees as well. In the north 
central Florida area, large employers have driven the trends toward increased 
enrollment in PPOs and HMOs, lower premium increases, and slight modifi- 
cation of benefit packages. Large employers are shopping around, trying to 
reduce health care costs by increasing workers’ cost-sharing (especially for 
out-of-network use) and negotiating discounts with HMOs and PPOs. 

Small employers have had the opportunity to organize into CHPAs, and 
although small employers seem to be getting better deals as well, it is arguable 
how much the CHPAs are responsible. Most observers acknowledge that 
the power of the CHPAs—called “a toothless tiger” by one person—will con- 
tinue to be weak unless they are allowed to negotiate directly with insurance 
companies. 

The Gainesville market is particularly affected by the purchase of policies 
for state employees because of the high number of people in the area who 
work for state government or the university, which is a state institution. 
State, county, and local governments are the largest employers in the 
Gainesville area; they employ over 37 percent of all workers. Two state 
prisons are also located in the region. When the state announced earlier this 
year that the contract for administration of its self-insured plan for state 
employees—currently held by Blue Cross and Blue Shield—would be up for 
bid, the entire community watched with concern. The winning bid was 
awarded to a third-party administrator that will offer a PPO (UNISYS), 
ostensibly because of their lower offer. Although Blue Cross and Blue Shield 
is contesting the decision, it is widely expected that UNISYS will take over 
in January 1996 when the current contract expires. Through a subcontract 
with another company, which is a network organizer, UNISYS was “busy 
recruiting their Gainesville provider panel” at the time of the site visit, 
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according to one physician. The uncertainty during the interim period has 
raised concerns among employees about whether they will be able to 
maintain their current provider relationships. 

In the private sector, large employers have spent more time exploring 
lower-cost options, and they appear to be making some progress. For example, 
Georgia-Pacific, a large self-insured employer in rural Putnam County, began 
investigating lower-cost options six years ago. It decided that PPOs might 
produce one-time savings but would not save a great deal in the long run 
because they do not manage care to any significant degree. The company also 
discussed a possible purchasing coalition with the local school board and a 
furniture company but abandoned this strategy when both groups encoun- 
tered employee resistance to changes in their plans. 

Instead, Georgia-Pacific, with the help of a consulting firm that specializes 
in setting up rural provider networks, decided to develop its own network of 
local primary care physicians that it would work closely with in order to 
change practice patterns in a way that would result in long-term savings. 
Employees must pay a much higher out-of-pocket copayment if they use 
providers outside this network. The company continues to act as a self- 
insured plan, but physicians contract with the consulting firm, which closely 
monitors utilization of each participating physician. Those that come in 
under a predetermined budget—agreed to by the doctors, the company, and 
union representatives—are entitled to a percentage of the withhold fund, and 
those who come in over it are subject to penalties (e.g., a contract with one 
physician was not renewed due to overutilization). 

The impact has been dramatic for the company—from a 20 percent annual 
increase in health care costs before 1990 to flat or even lower costs in 1995. 
Long-term sick leaves have dropped by 30 percent. Twenty-five primary care 
physicians participate in the plan (including some in nearby counties where 
some employees live). Eighty percent of all eligible employees participate in 
the network plan; the remainder have stayed in an indemnity plan that has a 
broader choice of physicians but costs more in copayments and deductibles. 
According to the benefits manager, care is more accessible locally to 
employees, and the formerly high influx of specialists into the county has 
abated. 

Because nearly 50 percent of the employers in the region are in the trade 
and service industries, which are dominated by small businesses with 50 or 
fewer employees, most firms could not organize as Georgia-Pacific has done. 
Indeed, nearly half of Florida’s small businesses do not even offer health 
insurance to their employees. 

Florida intended to increase the availability and affordability of health 
insurance to small employers when it authorized the creation of CHPAs for 
businesses with 50 or fewer employers. The eleven CHPAs throughout the 
state began offering health insurance plans in May 1994. CHPAs provide 


information to their members on prices and benefits of all qualified health 
plans certified by the state, but they cannot negotiate premiums or contract 
with plans. 

As of August 1995, the Gainesville area CHPA reported 1,100 lives 
covered in 320 organizations—less than 1 percent of the eligible firms or 
individuals in the area. The average number of enrollees per business is only 
1.7 employees, which indicates that very small firms seem to be most 
attracted to the plans. One observer noted that CHPAs drew attention to 
insurance premiums and are thus given some credit for a reduction of 
2 percent from the previous year. However, it was also reported that in some 
cases small businesses can negotiate better rates outside the CHPA, especially 
if they have low-risk employees. Although this may appear to violate the 
modified community rating requirements of the state’s 1993 small group 
market reforms,’ apparently the rate bands permit such differences. 

In the rural areas, large and small employers alike are frustrated that they 
cannot squeeze out further savings. Though some have considered direct con- 
tracting with providers, in certain areas there is only one hospital and there 
are only a few physicians, which makes such a competitive strategy infeasible. 
However, if insurance premium prices start going up again, county govern- 
ments might have more incentive to band together in order to organize their 
own provider network. They are also uncomfortable trying to wring deep dis- 
counts from providers, recognizing that this will cause access problems for the 
indigent, which in turn will increase hospital emergency room use and costs. 
Though quality does not seem to be an issue at this time, employers report 
more frequent use of data to monitor utilization and claims. 


insurers and Health Plans 


During the past year or two, competition in the insurance market has inten- 
sified, due to (1) increasing efforts by large and small employers to reduce 
their health care premiums and (2) the entry of new insurance companies and 
products into the market. This is in contrast to three years ago, when insurer 
strategies were driven more by state health care reforms, such as modified 
community rating, which forced insurers to rely less on risk selection. 

In response to pressures to lower costs, develop managed care products, 
and maintain or increase market share, insurers have pursued various 





’The law, which applies to insurers selling to small groups (those with 1 to 50 employees) either 
through or outside the CHPAs, requires (1) guaranteed issue, without regard to health status, pre- 
existing conditions, or claims history; (2) a 12-month limit on pre-existing-condition exclusions; 
(3) modified community rating with adjustments allowed only for age, gender, family compo- 
sition, tobacco usage, and geographic location; and (4) availability of two standardized benefit 
plans. 
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strategies. These include (1) negotiating lower rates or discounts with hos- 
pitals and physicians or starting to capitate payments to primary care physi- 
cians; (2) developing new products, especially HMO point-of-service plans 
that permit patient choice if the patient is willing to pay more (even 
though most of the managed care market remains in the PPO sector); and 
(3) entering new markets, especially Medicare and Medicaid. 

The north central Florida market is served by over a dozen insurers but 
those with significant market share are primarily Blue Cross and Blue Shield 
and Av-Med SantaFe. Other players, such as Century/PCA, Cigna, Principal 
Health Care, and HealthCare USA, have little overall market share but in 
some cases a large percentage of certain submarkets, such as Medicaid. There 
are also at least 15 PPOs operating in the region. 

Insurers appear to have the upper hand when it comes to setting the prices 
they will pay providers. Insurers in the area generally pay providers at nego- 
tiated discounted rates, sometimes using Medicare rates as guidelines. In 
recent years, insurers have pushed for significant discounts, especially with 
specialty providers. One interviewee noted that anesthesiologists are faced 
with a potential 40 percent cut in rates. Some insurers are also benchmarking 
rates that providers are paid in other geographic areas to justify rate reduc- 
tions. 

Insurers are using their leverage to shift premium dollars away from inpa- 
tient care. Primary care providers are frequently offered incentives (e.g., per- 
centage of withholds, bonuses) for holding down inpatient admissions or spe- 
cialty referrals, and insurers are beginning to set capitated rates for primary 
care providers—at least those with a minimum of 100 of the insurer’s 
enrollees—to provide an incentive to control costs. Some HMOs are also 
capitating certain types of specialists, such as allergists, podiatrists, and chiro- 
practors. As a result of such strategies, one HMO executive claimed that in 
the past several years, 50 percent of that plan’s premium dollars spent on 
health care were shifted from inpatient care to primary care, home health 
care, and pharmaceuticals. 

Neither traditional insurers nor HMOs have pursued a strategy of vertical 
integration by merging with hospitals or integrated health systems. Few have 
bought physician practices or “rented” provider networks. Instead, the trend 
seems to be going in the other direction. Insurers seem to believe that to 
succeed in this market they need to concentrate on their core business—risk 
management—rather than becoming immersed in service delivery issues. An 
insurer that becomes too closely tied with any one provider or physician 
network is viewed as having too high a potential for conflict of interest with 
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other providers with whom it might contract.’ For example, Av-Med SantaFe, 
the integrated health plan/health system based in Gainesville, decided early 
this year to sell its Gainesville hospital (Alachua General Hospital), three 
rural hospitals in the surrounding area, the home health care agency, and 
other service components. 

Insurers are also developing new products, especially PPOs and HMO 
point-of-service (POS) plans, in response to employers who are increasingly 
concerned about reducing health care costs while maintaining some degree of 
choice for employees. The market has become so price sensitive that, 
according to one HMO representative, “people will walk for as low as $10 a 
month.” One insurer noted that their HMO price increase over the past year 
was under 2 percent, while the increase for their PPO ranged from 8 percent 
to 20 percent . Thus, indemnity plans are being dropped in favor of PPOs or 
HMO POS plans, and restrictive staff-model HMOs are developing open- 
ended products. Most of the managed care market, however, is still in the 
PPO sector, and within it there is tremendous competition, as evidenced by 
the change in state employee carriers. Blue Cross and Blue Shield estimate 
they could lose about 8 percent of their overall market share in north central 
Florida if they lose out to UNISYS. 

Managed care plans in the area are also jumping into the waters of 
Medicare and Medicaid HMO contracting, considered too risky before but 
increasingly seen as necessary for long-term survival. Two Medicaid-only 
plans moved into the rural counties of the area to capture this new market 
segment, although recent rate reductions may quell further interest by those 
not already in the game. There is only one insurer in the Medicare risk con- 
tract business, and according to that plan’s representative, it can hardly 
absorb all the new Medicare enrollees into its risk contract fast enough. 
Another major insurer expects to enter the Medicare risk market by the end 
of this year. There are still questions about the profitability of such plans, 
however. HMO plans consider the adjusted average per capita cost (AAPCC) 
for this region to be low, and they have looked at the possibility of increasing 
the premium paid by Medicare enrollees. 

As insurers have faced reduced revenues as a result of lower premiums, 
they have implemented a number of internal changes to reduce costs. One 
insurer reports significant investment in automated information systems with 
enhanced capabilities to monitor costs, referrals, and, potentially, patient 
records in order to assess outcomes. Others report increased efforts to work 





SNote that this view benefits providers as well because nonaligned providers are better able to 
negotiate with several insurers and capture different patient markets that come along with them. 
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with contracted physicians to reduce emergency room utilization and efforts 
to educate members about when it is appropriate to use the emergency room. 


Providers 


Providers in the north central Florida area still have some choices to make. 
Because managed care is present but not dominant, providers can either 
choose to participate in the managed care arrangements that exist, prepare for 
the more demanding tasks required by managed care (e.g., information 
systems, capitated payment), or resist managed care encroachment. Although 
there are clearly examples of providers in each camp, most appear to be strad- 
dling the fence between the first two strategies. As one hospital administrator 
put it, “Providers can still ride the fee-for-service wave, but they better have a 
plan to play in a capitated system when that wave crashes on the beach.” 

Increasingly, rural providers are becoming part of horizontal provider- 
sponsored networks based in Gainesville or are organized by statewide associa- 
tions of providers. Some that are unwilling to take the affiliation plunge are 
putting their toe in the waters by hiring outside management firms to 
strengthen their position if and when they decide to join a network. Others 
are joining PHOs to contribute to strength in numbers against “outside 
forces” that would take over their community. 

However, there are still some fiercely independent doctors and hospitals 
who believe they can hold out against the managed care tide. For example, 
Putnam Community Hospital, owned by Columbia/HCA, apparently had not 
contracted with any HMO until just recently, preferring to wait until its PHO 
was in place. This delayed the entry of managed care into the county because 
HMOs generally do not want to start operations until they have cooperation 
between the sole hospital in a community and participating doctors. 


Hospitals 

For many years, the three major hospitals in Gainesville have been locked in 
a struggle to maintain or gain market share. As part of this effort, they bought 
smaller rural hospitals to serve as referral/feeder systems. The most notable 
recent example of this trend was a July 1995 announcement by Shands 
Hospital that it is negotiating to buy Alachua General Hospital, currently 
owned by Av-Med SantaFe. As part of the deal, Shands will also acquire 
three rural hospitals in the surrounding region, as well as a rehabilitation hos- 
pital, a psychiatric hospital, and home care operations. The deal is particu- 
larly beneficial to Shands, since the hospitals are located in high-referring 
areas for Shands. 

Similarly, Columbia/HCA, which has as its hub the North Florida 
Regional Medical Center (NFRMC) in Gainesville, has four rural hospitals in 
its regional network. The Columbia merger with HCA two years ago netted 
the system two facilities in outlying areas, and since that time Columbia/ 


HCA has acquired two more rural hospitals and expects to acquire more in 
the future. The regional network will make it easier to reduce duplication of 
technology and share marketing, offer regional contracting opportunities for 
managed care plans, and of course, facilitate referrals to the central hub. 

Mergers or strategic alliances between rural hospitals and regional centers 
in Gainesville appear to be of great benefit to the rural hospitals, which gain 
management assistance and access to specialists. Specialists from Gainesville 
come to the rural community for regular clinics. Shands’ affiliation linkages 
with hospitals in the region have benefitted the rural hospitals primarily by 
making the medical faculty’s expertise available. Sometimes the affiliation 
benefits the rural hospital more than the urban hospital. For example, even 
though one of Av-Med SantaFe’s rural hospitals sent very few referrals to 
Alachua General Hospital, the rural hospital became a stronger facility, a 
“primary care hospital” with 24-hour physician coverage and a focus on 
ambulatory care. 

To assure more referrals, the urban-based hospitals have also been engaged 
in concerted efforts to develop their own physician networks. Shands has 
chosen to set up clinics in surrounding rural areas staffed by its own physi- 
cians. It is also planning to acquire a sizable number of primary care practices 
and create a management services organization to serve both UF College of 
Medicine faculty and affiliated physicians. Columbia/HCA, on the other 
hand, is pursuing a PHO strategy with its affiliated physicians, to strengthen 
their combined bargaining position with insurers and managed care plans. 

These rural-urban connections explain in part why none of the hospitals 
in these rural areas has closed, in contrast to those in other rural commu- 
nities. Networks with the three urban-based hospital systems have 
strengthened their ability to withstand the pressures that have beset other 
rural hospitals, especially those that are isolated from urban centers. However, 
these rural hospitals also benefitted from the influx of people moving into the 
area; the 16-county region’s population grew by 43 percent between 1980 and 
1990, in contrast to other rural areas, which have experienced population 
declines. Moreover, north central Florida’s rural hospitals have been 
somewhat protected by the slow entry of managed care into the area. 

That is likely to change as managed care contracts come to represent an 
increasing portion of hospitals’ revenues. NFRMC reports about 30 percent of 
their revenues are from managed care contracts, mainly the Blue Cross and 
Blue Shield PPO, and Shands reports 16 percent. Hospital managers expect 
even more business from managed care contracts in the near future and may 
even have to assume risk via capitation payments. Some hospitals are 
preparing for this likelihood by strengthening their cost accounting capabil- 
ities in order to better negotiate managed care contracts. They are also 
improving their information systems in order to link clinical and financial 
data across numerous service delivery sites. Such proactive steps designed to 
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make their internal operations more efficient are likely to have spillover 
effects on their rural affiliates in the near future. The investment in new com- 
puter information systems in particular appears designed to facilitate sharing 
of data among satellite sites in outlying areas. 

Hospitals are also trying to increase their attractiveness to managed care 
plans by offering a broader range of products, especially home health care, 
which they often acquire through purchase of other companies. Shands, for 
example, has acquired as many as 20 home health care sites throughout the 
state and expects to add another 20 home health care programs by 1998. As 
part of the pending deal with Av-Med SantaFe, Shands would also acquire 
other home care and rehabilitation operations. 


Physicians 

The increase in competition in the region and the growth of managed care 
are putting pressure on independent physicians to consider becoming part of a 
larger provider network. PPOs, HMOs, and hospitals are all recruiting physi- 
cians for their networks. When rural physicians refused to participate, some of 
the plans actually set up their own clinics and hired their own physicians. 
Gainesville-based providers are also setting up clinics in rural areas and 
rotating staff into rural communities to ensure referrals. 

In Gainesville itself, physicians tend to be part of a group practice or on 
the staff of the university hospital. In rural communities, by contrast, physi- 
cians are more frequently in solo practice or on the staff of a community 
health center. 

Physicians (mostly specialists) are responding to the pressure to join up by 
trying to play the game while maintaining their independence at the same 
time. For example, more physicians are participating in Independent Practice 
Association (IPA)-type networks, joining PPO panels, and discussing the for- 
mation of PHOs with their local hospitals to make sure they can serve 
patients no matter which plan they choose. Few are selling their practices 
outright. With an oversupply of specialists in Gainesville, it is not clear how 
well these strategies will work because managed care plans have plenty to 
choose from. Specialists in rural areas still believe they have a chance given 
their lower numbers. However, that situation is changing as well, because 
access to specialty care is increasing as Gainesville-based hospital staffs 
increase their rural presence. 

Primary care physicians, who are fewer in number, appear to be in a 
stronger bargaining position. Thus, even if some of the rural providers’ quality 
of care is questionable (as some insurers indicate), they have a greater chance 
of being able to negotiate good rates with insurers and in a few cases with 
self- insured employers. This is especially true for those primary care physi- 
cians and obstetricians that serve the Medicaid population. Primary care 
physicians in Putnam County were also successful in negotiating with 
Georgia-Pacific to serve their employees. 


As physicians feel the pressure from managed care, they have become more 
concerned with financial issues such as maintaining their insured patient 
levels, constraining overhead costs, and negotiating adequate reimbursement 
rates. Obtaining rural health clinic (RHC) designation has been important 
for some rural doctors as a way to increase reimbursement rates from Medicare 
and Medicaid, although a number of them have decided against this based on 
their reluctance to hire such mid-level practitioners as physician assistants 
and nurse practitioners—a requirement for RHC designation. 


Safety Net Providers 

The entry of Medicaid managed care has forced publicly supported providers 
to get into the managed care game. At the same time, cuts in funding from 
both state and federal sources are prompting providers to improve their 
attractiveness to the insured population in order to increase reimbursements 
from private sources. In addition, the resurgence of tuberculosis (TB) and the 
rise in HIV cases in the area are putting pressure on public health agencies to 
respond in the absence of new or additional resources. 

In Gainesville, the safety net providers include the University of Florida’s 
Shands Hospital, although uninsured people go to the other two hospitals too 
(mostly Alachua General Hospital). Rural hospitals serve uninsured people as 
well. In the rural communities outside Gainesville, community-based primary 
care providers include federally funded community health centers (CHCs) 
and county public health units (CPHUs), which are technically branches of 
the state government but report to county commissioners. Because private 
physicians tend to limit their Medicaid patient loads, Medicaid patients as 
well as the uninsured are more likely to be seen in these two types of centers. 

Relationships between CHCs and CPHUs, when they are located in the 
same county, are often strained. Eligible patients and services offered fre- 
quently overlap, funding sources are often the same, and philosophies of care 
are often different. In turn, relationships among the community-based pro- 
grams and private physicians and hospitals are also difficult. Although these 
tensions were evident in Putnam County, the CHC and CPHU have made 
concerted efforts over the years to coordinate services. For example, the two 
agreed many years ago that the CHC would provide comprehensive primary 
care services except for obstetrics (OB) and the CPHU would provide OB 
care and such traditional public health services as WIC nutritional counseling 
and outreach to high-risk pregnant women. And though the CHC initiated a 
TB control program when the CPHU received a grant for a new TB outreach, 
prevention, and treatment program, the CHC turned over its clients to the 
county. 

The entry of Medicaid managed care into Putnam County has upset these 
tenuous working relationships. Medicaid managed care came into the area in 
late 1993 when one of the plans approached the CHC and private providers 
about participation in their plan. The CHC worked out a deal with the plan, 
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as did some private physicians, but the hospital held out for a long time. The 
CPHU was not asked to participate, apparently because they did not have 
admitting privileges at the local hospital and would not provide 24-hour cov- 
erage. At the same time, because the managed care plan offered the private 
obstetricians rates higher than the regular Medicaid rates, the private physi- 
cians put pressure on the CPHU to stop providing obstetrical care. It was not 
until December 1994 that the health plan and the CPHU were able to nego- 
tiate a contract that covered minimal prenatal care services.’ Two thousand of 
the county’s 13,000 Medicaid recipients are now enrolled in the Medicaid 
HMO, and nearly all of them are served by the CHC. 

Meanwhile, due to actual or anticipated cuts in state and federal funds, the 
CHC is trying to attract more insured patients. It is adding clinical staff at all 
sites, hiring new mid-level managers to perform utilization review, enlarging 
and renovating its facilities, training staff about managed care, recruiting 
more primary care physicians, and upgrading information systems. These 
efforts are viewed as critical not only to retain or attract new paying patients 
but to continue to serve the uninsured, who make up an increasing portion of 
the CHC’s patient base. In some cases, however, such moves are regarded as 
threatening to private primary care providers, and this drives up the tension 
level in this rural community. 

On top of these changes and pressures, the county health department has 
had a number of public health crises to confront. The county has always had 
higher morbidity and mortality rates than the state averages, and they have 
seen alarming rises in the rates of TB and HIV cases over the past four years. 
Putnam County has a number of “work camps” that house seasonal and year- 
round farmworkers, who are at greater risk of having HIV or TB. In response, 
three CPHUs in the region applied for and received a private grant, which 
allowed them to hire outreach workers who perform screening and directly 
observed therapy and transport patients to the local health department for 
diagnosis. As a result of their efforts, the percentage of farmworkers testing 
positive for TB has dropped from 60 percent to 35 percent. The county 
health department is also doing more outreach into the schools, where both 
TB and HIV, in addition to drug use and pregnancy, continue to be serious 
problems. 





‘It is not clear why the health plan pursued the CPHU. Some say the state puts pressure on 
Medicaid HMOs to contract with CPHUs, and others believe the HMO needed a source of pre- 
natal care services, such as nutrition and psychosocial counseling, not available from private 
doctors. Media coverage of patients being turned away from the CPHU because they were HMO 
enrollees also prompted efforts to negotiate a contract between the two. 


To strengthen the community’s health infrastructure, health care providers 
and other citizens have formed an advisory group to resolve conflicts between 
providers and to educate county commissioners about health care issues. 
Apparently the commissioners, who were initially resistant to any managed 
care coming to their county, are now trying to identify ways that dollars saved 
as a result of Medicaid managed care can stay in their county. However, coop- 
eration among providers continues to be a problem—one that managed care 
seems to exacerbate rather than help. 


Consumers 


Consumers and advocates who participated in a focus group conducted during 
the site visit report that consumers are deeply concerned and confused about 
changes in the health care delivery system. Although consumers recognize 
that the need to halt steep rises in health care costs is part of what’s behind 
these changes, they fear that they will not benefit from the cost-cutting mea- 
sures. They see the changes driven more by the bottom-line-oriented health 
care industry’s concern for profits than by efforts to improve the quality of 
care. As a result of managed care’s incursion into the north central Florida 
region, consumers are beginning to see an end to increases in out-of-pocket 
premiums, but some also perceive reduced quality and cuts in access to 
certain types of health care. 

Consumers’ concern about costs is certainly driving some of the changes. 
Employed people are more aware that increasing health care costs result in 
salary reductions and even job layoffs. Employers report that employees would 
rather face an increase in their deductibles than an increase in premium pay- 
ments. A rural employer noted that because salaries are low, workers are more 
willing to accept limited choices than increased premiums. However, 
employers’ cost concerns are still a major factor. 

The changes have both good and bad results. In rural areas, consumers are 
pleased with what they perceive as an increase in access to care, especially 
primary care and prevention due to managed care and specialty care due to 
rotating specialists coming into their towns from Gainesville. But consumers 
are not always happy with managed care, particularly when they become seri- 
ously ill or need specialized services. They reported having trouble getting 
authorizations for specialty care, delays in getting care because of the gate- 
keeper process, and an increase in burdensome paperwork when they need 
additional services. Some elderly people in managed care are discharged from 
the hospital earlier than they used to be, which causes an increase in readmis- 
sions. 

Some consumers believe that efforts to reduce costs increase the need to 
monitor and assure the quality of care being provided. Employers noted that 
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union representatives have a particular interest in quality, especially during 
contract negotiations. Quality concerns center around the increase in out- 
patient surgeries, lack of information about physician qualifications, and use 
of old equipment. They also wonder about the quality of various health plans; 
many expressed an interest in comparative data on quality indicators to help 
them make more informed choices. Right now, they note that employers rely 
primarily on physician licensing and insurance company credentialing stan- 
dards alone, without examining outcomes of care. 

The effect of Medicaid managed care on access and quality of care remains 
uncertain, because it has only recently been implemented in this area. 
However, there remain serious concerns about the marketing techniques used 
by the plans, and related concerns about the quality of care that these plans 
may be providing. 

The state’s efforts to improve access to prenatal care and to improve the 
prison health system were commended, but consumers are now concerned 
about recent cuts in services funded primarily by the government. These 
include mental health services in schools, primary care provided by public 
health departments, and services for special populations such as migrant farm- 
workers and people with AIDS. As a result of cuts, there are longer waiting 
times and fewer services available for people with no health insurance. 
Emergency room use remains high because of the state’s failed efforts to 
expand coverage to the uninsured. Although there are a number of free, vol- 
unteer-staffed clinics in the area, they are not enough to serve increasing 
numbers of uninsured people. 


WY A W Future Developments 


Though managed care and competition have been slow to come to this area, 
most predict that the future will bring changes at a faster pace than in the 
past. It is likely that the high cost of health care will still be the driving force 
for change in this area, given higher-than-average statewide costs, and will 
probably lead to (1) more managed care, especially in the commercial and 
Medicare market, with an accompanying increase in outpatient care; and 
(2) continued expansion of the major Gainesville hospital systems into the 
surrounding rural communities. 

Managed care enrollment, particularly in HMOs, is expected to grow as 
consumers switch to these lower-priced plans. But how much growth, how 
fast, and how many plans can successfully compete in this predominantly 
rural area remain open questions. Some regard the Gainesville area as a 
“second- or third-tier market” compared to the more populous areas of the 
state where managed care can still grow substantially without the marketing 
and provider network difficulties encountered in rural areas. Intense compe- 
tition may drive some insurers out of the market. State cuts in contracts for 
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Medicaid managed care may cause it to grow more slowly than in the past. 
Given how little participation there is now in Medicare risk contracts, and 
how many low- to moderate-income seniors there are, enrollment in 
Medicare HMOs could well increase the most in this area. Capitation of 
providers is likely to increase in the coming years as well. 

Competition between the urban-based provider networks is expected to 
become even more intense. Indeed, the community is waiting and watching 
with great concern to see what occurs when the two “giants”—Shands and 
Columbia/HCA—start going head to head after Shands completes its pur- 
chase of hospitals and other provider systems from Av-Med SantaFe. At a 
minimum, this competition is expected to yield more closely aligned 
providers across levels of care (inpatient, outpatient, home health) and 
between urban and rural areas. If the competition results in greater exclusivity 
in provider affiliations, consumers may find that their choices are limited to 
one of two large vertically integrated systems. Some predicted that ultimately, 
both hospitals and physicians will be linked vertically with insurers, but there 
were no signals of this at present, so it may take several years to occur if it 
does at all. 

The few remaining nonaligned rural hospitals will probably have to 
become aligned with one of the two urban hospital systems, or be increasingly 
vulnerable to financial problems. Those rural primary care providers not 
already in a “home-grown” network of their own will be extremely attractive 
to urban-based hospitals and insurers trying to capture the rural market. 
Specialists will face income reductions as managed care works to cut costs. 
And, though there are few exclusive arrangements between rural providers 
and Gainesville hospitals now, there are likely to be more, especially if there 
are only two major competing systems. 

As a result of changes occurring now, it is expected that more patients will 
receive care in outpatient settings, which eventually may cause some hospital 
closings or a reduction in staffed beds, because of the oversupply of inpatient 
facilities in the area. One can easily predict an expansion of long-term care 
facilities, home health care, and rehabilitation services, given the continuing 
influx of retirees into Florida. 

Given employers’ interest in lowering health care costs, they may begin to 
implement some of the wellness programs they say they would like to expand. 
They have not reduced benefits, but employers anticipate needing to do so in 
the future as part of their effort to limit costs. Coverage of prescription drugs 
will most likely go down. But employers worry about declines in quality of 
care if they reduce payments more than they have already . 

The future looks bleak for those with no insurance and those with 
Medicaid coverage. Major funding reductions at the federal level would hurt 
Florida, especially if the state is not compensated in some way for the 
increasing numbers of poor and elderly people who rely on the state for their 
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care. If these cuts do occur, access to health care “will get worse before it gets 
better,” according to one public health official. Another warned that if the 
Medicaid block grant passes without some adjustment for high-growth states 


like Florida, it “would be the beginning of the end” for community health 
centers. 
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VV A V Overview 


Orange County is an increasingly ethnically diverse region of southern 
California, and the income of its residents covers the extremes of wealth and 
poverty. It is a politically conservative stronghold with a government that has 
been more dedicated to fostering growth and development than to providing 
public and social services. The county’s recent bankruptcy is bringing even 
greater pressure to publicly funded programs, especially those including health 
care, that are less popular with the voting public. 

The health care market has high managed care penetration. According to 
some estimates, only 5 percent of commercially insured patients have tradi- 
tional indemnity insurance; possibly 66 percent of people with employer- 
based insurance are enrolled in health maintenance organizations (HMOs). 
For the one in nine residents who are Medicaid beneficiaries, the county 
recently embarked on an ambitious plan, CalOPTIMA, that will enroll all of 
them in managed care plans offered by either HMOs or provider plans that 
CalOPTIMA calls physician-hospital consortia (PHCs). 

Purchasers, health plans, and providers are not highly concentrated at the 
local level, and there is no local leadership for the health care market. The 
county’s employers are still trying to organize themselves into a health 
insurance purchasing coalition that can negotiate with the 10 HMOs and 
numerous preferred provider organizations (PPOs) and indemnity carriers 
competing for market share. On the provider side, a clearly excessive number 
of hospitals operate without any dominant systems, many medical groups and 
Individual Practice Associations (IPAs) compete for capitated enrollees, and 
community health centers are deeply divided. 

Within this fast-moving and decentralized market, the balance of eco- 
nomic power has shifted sharply away from providers to favor purchasers and 
health plans. This is because providers have excess capacity and the mostly 
nonprofit, locally based providers are negotiating with insurers that are larger, 
have greater resources, and have less at stake in the negotiations. As a result, 
hospitals, medical groups, and IPAs have been unable to differentiate them- 
selves from competing providers by demonstrating quality differences and 
have seen their revenues stagnate or decrease. Even medical groups known for 
their pioneering emphasis on capitated managed care and sophisticated 
physician compensation systems find themselves scrambling to maintain and 
expand market share. 

The county’s new CalOPTIMA program moved approximately 180,000 of 
its Aid to Families with Dependent Children (AFDC) population into 
managed care in October 1995, with other categories of Medicaid recipients 
to follow in February and April 1996. This program has the potential to 
expand greatly the number of health plans and providers available to 
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Medicaid patients. However, there are concerns about the program’s impact 
on the county’s traditional and safety net providers and its implications for 
the financing and delivery of care to the indigents left outside the program. 
These concerns remain despite efforts to favor the traditional safety providers 
during the transition. 


Community and Health System Background 
Demographics and the Economy 


Orange County has approximately 2.6 million residents, making it and San 
Diego the largest counties in southern California after Los Angeles County. 
Until recently, population grew very rapidly. Although the population is 
predominantly white, recently the Asian and Latino populations have 
increased significantly. Although Orange County’s boundaries do not define a 
self-contained health care market, most respondents view the county as a 
market area somewhat distinct from surrounding areas. 

Orange County is a relatively wealthy community on a per capita basis, 
ranking sixth among the state’s 58 counties. However, a growing percentage 
of the county’s population lives in poverty. In 1991, 42 percent of its residents 
had adjusted gross incomes of below $18,000. Ethnic group members account 
for a disproportionate share of Medi-Cal (California’s Medicaid program) ben- 
eficiaries: Latinos represent 23 percent of the population but 41 percent of 
Medi-Cal beneficiaries; Asians represent 10 percent of the population but 
18 percent of Medi-Cal beneficiaries. The African-American population is 
small, comprising only 2 percent of the population and 3 percent of Medi-Cal 
beneficiaries. We obtained no reliable estimates for the number of undocu- 
mented persons. 

Orange County’s economy grew rapidly from World War II through the 
beginning of California’s recession in 1990. The economy prospered with the 
growth of the entertainment industry (particularly the Disney Company), 
aerospace, high technology, and other industries. The growth of the federal, 
state, and local public sectors also fueled the economy. 

In December 1994, Orange County filed for Chapter 9 bankruptcy pro- 
tection after discovering that it had lost huge amounts of funds as a result of 
risky investment schemes. The loss to Orange County and other investors in 
the county’s investment pool was estimated at $1.7 billion. Orange County’s 
direct loss was estimated at up to half that amount, which exceeds its current 
annual general fund budget. The bankruptcy has severe implications for 
Orange County’s county health care program. Local elected officials fear voter 
retaliation for any measures that would result in new taxes and are aware of 
voters interest in stronger, more costly law enforcement. The county’s voters 
defeated a June 1995 ballot measure that would have raised the county’s sales 
tax by a half cent and use those funds to avoid defaulting on its municipal 


bonds. Several months later, state officials gave last minute approval for an 
aid plan that allows the county to meet its immediate obligations by shifting 
local funds from transportation, harbor, parks, flood control, and redevel- 
opment districts. Although some analysts worried that relying on further bor- 
rowing only pushes the county’s problems into the future, one county super- 
visor hailed it as a monumental and necessary milestone. 


Health System History 


For at least the past two decades, Orange County has had an abundance of 
physicians and hospitals. In the 1970s, the enactment of Medicare and 
Medicaid and an economic boom in Orange County spurred the development 
of numerous new hospitals. Now that managed care and capitated reim- 
bursement are significantly increasing in the county, the abundance of health 
care providers has become a problem of excess capacity. Health plans have 
capitalized on this excess, forcing providers to accept lower payments. 

Until quite recently, the county’s Medi-Cal and indigent care system have 
had a dwindling number of providers. The primary impetus for the county’s 
new Medi-Cal program has been to spread the distribution of indigent 
patients more evenly across providers rather than seeing further concen- 
tration of these patients into the University and Children’s hospitals. 


Health System Change 
Public Policymakers 


The past decade has seen various proposals for comprehensive state-level 
health care reforms in California, many of which have failed to reach 
enactment. In addition to numerous legislative efforts, California voters chose 
to consider, but then defeated, two major health care reform ballot initiatives: 
a 1993 initiative for an employer mandate to provide health insurance and a 
1994 single payer plan. 

California’s laws governing health care lack administrative or policy unity 
and have had little to do with the changes taking place among private plans 
and providers. For example, the state bans the corporate practice of medicine 
(i.e., employment of physicians), but most observers feel that the only real 
effect of this law has been to encourage multiple layers of legal entities and 
create employment for attorneys and consultants. Numerous state depart- 
ments and boards have jurisdiction over health care plans and providers, but 
the Department of Corporations governs the managed care “health care 
service plans” that are responsible for care to a large and growing portion of 
California’s population. Consumer advocates are becoming increasingly con- 
cerned about the department’s wide-ranging oversight and enforcement 
responsibilities in light of its small budget for activities that affect health care. 
The most notable state influences over commercially insured people were the 
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1993 establishment of a state-sponsored purchasing coalition for small busi- 
nesses, the Health Insurance Plan of California (HIPC) and the increasingly 
proactive role of the public employees’ entity, the California Public 
Employees Retirement System (CalPERS), that aggressively has pursued 
premium reductions and quality measurement requirements for health plans 
that compete for the 1,000,000 enrollees that CalPERS represents. 

In contrast to the limited influence the state government has had over the 
private health insurance market, several state laws or programs have had a 
major impact on people who rely on public or charity funds for their health 





care. One example of this resulted from state voters’ approval of a 1988 ballot 
initiative that raised the cigarette tax by 25 cents. Most of these new rev- 
enues (approximately $500 million annually) have been used as direct pay- 
ments to providers of indigent care, to establish and help fund a prenatal care 
insurance program for low-income women whose household incomes are 
above the Medi-Cal income eligibility guidelines, and to help fund a medical 
high risk insurance program. The state board that runs these two cigarette 





tax-funded insurance programs also governs California’s HIPC. 

California was one of the early states to secure a large source of new funds 
for indigent care providers through the development of a disproportionate- 
share hospital (DSH) program. Under California’s DSH program, counties, 
hospital districts, and the University of California all contribute funds that 
bring qualifying hospitals approximately $850 million annually in additional 
revenues. Although the future of federal DSH funding is uncertain, the state 
continues to refine its DSH program. 

The state government’s greatest impact on publicly financed health care is 
through its power as purchaser of care for five million Medi-Cal beneficiaries. 
Currently, California is attempting to enroll roughly two thirds of Medi-Cal 
beneficiaries in capitated health plans. California had started in this direction 
in the 1970s, but scandals associated with that effort effectively stopped 
further major initiatives until Governor Wilson’s 1993 proposal. Under the 
current plan, the state’s large and medium-sized counties are moving toward 
one of three basic methods of organizing their Medi-Cal enrollees; Orange 
County is now operating a county organized health systems (COHS). 

A COHS is California’s version of a health insuring organization (HIO). 
Although many counties were interested in obtaining permission to operate 
an HIO, federal law has allowed only a few counties to be selected for a 
COHS. In Orange County an agency independent of the county is managing 
enrollment of Medi-Cal beneficiaries into capitated plans. 

Orange County divested its county hospital to University of California at 
Irvine (UCI) 20 years ago and does not directly provide health care services. 
It funds a relatively low level of public health activity. Bankruptcy-driven 
county health care program cuts put Orange County at the minimum allowed 
by state law for funding indigent health care, and at the bottom of the list of 
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per capita indigent health care spending among California’s ten most pop- 
ulous counties. 


Purchasers 


Employers and Employer Coalitions 

Orange County employers are not a powerful, organized market force. There 
is no employer purchasing group, and some larger employers downsized 
recently because of the weak California economy, reducing their market 
power. Moreover, because many of the larger Orange County employers are 
divisions of companies headquartered elsewhere, their health insurance 
benefit packages and contribution strategies are determined outside the 
county. 

Although Orange County currently has no functioning employer pur- 
chasing group, there have been attempts to organize such a coalition. Two 
employer groups discussed health care issues over the past 18 months. 
However, the group consisting primarily of larger employers recently dis- 
banded, attributable in part to recession-induced downsizing and to location 
of its headquarters in another part of the county. Nonetheless, the Orange 
County Business Council, composed primarily of medium and smaller 
employers, created a health care task force that has discussed a wide range of 
potential actions, including encouraging multi-year contracts, contracting 
directly with providers, and improving quality of care in definition, reporting, 
and evaluation. So far, the Task Force has not taken concrete steps to 
implement proposed activities. 

The failure to bring the county’s businesses together as health insurance 
purchasers has meant that people insured through Orange County businesses 
are governed to a large extent by actions and decisions made elsewhere. This 
does not always lead to problems for the employees. For example, one large, 
Ohio-based company, whose Orange County division is actively attempting 
to organize an employer purchasing coalition, offers its Orange County 
employees the same benefits package as its headquarters’ employees. The 
company offers two HMOs, but 70 percent of the Orange County employees 
choose the company’s self-funded PPO option that allows them greater choice 
of physicians, premium levels comparable to the HMOs, and less hassle 
because the company has a history of supporting employees who have 
problems with providers or claims. 

Orange County employers feel less urgency about organizing as purchasers 
partly because their premiums having stabilized, presumably as a result of sub- 
stantial HMO premium reductions negotiated by powerful statewide pur- 
chasers in 1994. CalPERS and Pacific Business Group on Health (PBGH) 
have approximately 800,000 and 330,000 HMO enrollees, respectively, which 
is enough to provide them with substantial leverage in their HMO premium 
negotiations. The HIPC has negotiated similar premium reductions for its 
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small employer businesses, although its effect on the market is less clear. 
These reductions have probably led many employers to expect similar reduc- 
tions. 

While statewide purchasing groups were becoming proactive, Orange 
County HMOs stepped up their price competition for market share. As a 
result, after years of rising rapidly, HMO premiums fell by as much as 10 
percent overall during the past two years. PPO and POS premiums either 
increased or decreased by less than did HMO premiums. For medium-sized 
businesses, the largest reductions were negotiated two years ago. Substantial 
switching took place among health plans, including HMOs, as competing car- 
riers at times offered rates substantially below the incumbent carrier. As prices 
for plans in each product line equalized, switching among HMO plans slowed 
substantially. Multi-year HMO and POS premium rates have become com- 
mon. However, there is substantial uncertainty about the future course of 
premium rates. 

Large employers often offer multiple HMO, POS, and PPO options to 
employees; medium and small employers usually offer one HMO, one PPO, 
and, more frequently, a POS option. Often one health plan provides all three 
options. HMO premiums seem to be substantially lower than POS and PPO 
plans. In some cases, POS and PPO premiums are similar. 

Contribution strategies vary greatly. In some cases, employers pay for 
100 percent of a lower-cost HMO option; in other cases, employers pay a per- 
centage of premiums. Some employers subsidize premiums of lower-paid 
employees. 

Employers and employees choose health plans on the basis of price and, to 
some extent, network—although many networks are similar (with the 
exception of Kaiser). As is the case in San Diego and other California 
markets, quality of care reporting plays virtually no role in employer or 
enrollee health plan choice because health plans report few or no measure- 
ments of standardized quality of care. Quality of care concerns are emerging, 
partially in response to incentives to some physicians to reduce care. In the 
past, management focused on limiting health care use; it now encourages 
appropriate (including increased) use. 

Although Orange County is not a community with sharply defined bound- 
aries, many of its employers actively involved in health insurance purchasing 
take a local view of their objectives. They state that health care should be 
regionally controlled. Some employers decided not to join the statewide, large 
employers’ purchasing group PBGH, arguing that PBGH’s short-term view- 
point has had negative effects on them because decreasing rates for PRGH 
coalition members came at the expense of small businesses and everyone else 
in the community. This contradicts the view held by some that the statewide 
coalitions have played a positive role in containing premiums for all 
California employers. 


State and Local Government as Purchasers for Low-Income People 
After five years of planning, the first stage of a COHS for Orange County 
Medi-Cal enrollees began to operate on October 1, 1995. At that time, 
CalOPTIMA joined two other California counties with longer term COHS 
programs and two others that had just started them.’ Although CalOPTIMA 
has many de facto ties with the County Board of Supervisors, it is a legally 
separate entity run by an independent, appointed board. CalOPTIMA was 
originally envisioned as a program serving the county’s Medi-Cal and indigent 
medical care programs. However, it now focuses exclusively on the Medi-Cal 
program, on which Orange County spends about $600 million per year. The 
county’s commitment of county funds (not state or federal pass-through 
funds) for indigent care is less than $10 million annually. 

When fully operational, CalOPTIMA will provide care to Orange 
County’s 300,000 Medi-Cal enrollees through a countywide managed care 
system that will be almost completely capitated.’ In the county’s former Medi- 
Cal program, only 41,000 Medi-Cal beneficiaries enrolled in prepaid health 
plans or primary care case management programs. Under CalOPTIMA, ser- 
vices will be provided through contractual arrangements with a variety of 
health plans, including HMOs and physician-hospital consortia. In its initial 
stage, the goal is to have all 170,000 AFDC-linked Medi-Cal enrollees in 
capitated plans. CalOPTIMA will be the largest Medi-Cal managed care ini- 
tiative operating in the state. Six months after program start-up, the med- 
ically and administratively more challenging Medi-Cal populations (aged, 
blind, and disabled; long-term care; foster care and adoption assistance) are 
scheduled to be enrolled. 

For now, CalOPTIMA appears to have succeeded in increasing the 
number of participating Medi-Cal providers. Out of 50 health plans and 
provider organizations that applied to participate in CalOPTIMA, 40 have 
been accepted and have executed contracts. The biggest questions about 
CalOPTIMA’s impact are whether it actually will improve health care access 
and choice for the one in eight county residents insured by Medi-Cal, how it 
will affect the county’s traditional and safety net providers, and what its 
impact will be on indigent people who are not eligible to enroll. Some 
observers are optimistic that CalOPTIMA will achieve its goals of improving 
enrollee access and choice while providing public cost savings and reducing 
the tendency to shift costs to the commercially insured. However, other 





'Santa Barbara (in southern California) and San Mateo (just south of San Francisco) had long- 
standing COHS programs, while Solano (northeast of San Francisco) and Santa Cruz (in the 
mid-coastal area) had just started. 

This number of eligibles represents roughly a 160 percent increase over the 102,800 eligibles in 
the county eight years ago. 
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observers fear that CalOPTIMA will contribute to the collapse of the 
county’s already strained safety net because of its failure to include vulnerable 
people that are not Medi-Cal enrollees and its effect on providers that have 
been serving large numbers of Medi-Cal and indigent enrollees. 

CalOPTIMA’s director has implicitly acknowledged the potential conflict 
between its goal of providing greater access and the possibility that the 
program will take away dollars from organizations that have traditionally 
served indigent people. CalOPTIMA attempts to resolve this conflict by con- 
tracting with 40 providers, but setting a cap of 30,000 enrollees for most of its 
health plans/provider consortia, except the University of California at Irvine 
and Children’s Hospital of Orange County. The program favors these two 
providers by assigning them enrollees who do not choose a plan themselves. 
Most observers anticipate the post-CalOPTIMA future will be difficult for the 
county’s traditional safety net providers as their Medi-Cal funding, including 
payments made to disproportionate share hospitals (DSH), may drop signifi- 
cantly. 

There is also concern about CalOPTIMA’s effect on medical care for indi- 
gents not in the program. Two significant questions are: (1) what will be the 
impact of the program’s exclusion of the current Alien Medi-Cal category 
that accounts for over 60 percent of Medi-Cal births? and (2) how will it 
affect the county’s underfunded Medical Services for the Indigent (MSI) 
program that CalOPTIMA— in a departure from the original concept—now 
excludes MSI? As payment for indigent care declines relative to Medi-Cal 
rates, the shift to capitation encourages at least some safety net providers to 
move away from non-Medi-Cal indigents, leaving that population and the 
shrinking group of providers who serve them at greater risk. Moreover, any 
drop in Medi-Cal funding to safety-net providers reduces their ability to cross- 
subsidize indigent care through those revenues. 


Insurers and Health Plans 

HMO enrollment in Orange County is large and rapidly growing. Among the 
commercially insured, indemnity insurance is rare, and Medi-Cal beneficiaries 
are being moved into managed care plans. By the end of 1994, 1.2 million 
HMO enrollees in Orange County accounted for 43 percent of the county’s 
population, probably a similar portion of the Medicare population, 54 percent 
of its insured population (assuming 20 percent of the population was unin- 
sured), and possibly 66 percent of all employer-based insurance. HMO 
enrollment grew by 16 percent in 1994 and is expected to account for a sub- 
stantial majority of the insured population within several years. 

The HMO health plan market is not highly concentrated, although it is 
moving in that direction. The top five HMOs account for almost 65 percent 
of all enrollees. Kaiser remains the largest HMO, with 188,000 enrollees (17 
percent of HMO enrollees). The remaining top HMO health plans in 


enrollment/percent market share include FHP/TakeCare (179,000 enrollees 
and 16 percent of the market share); Health Net/Blue Cross (159,000 
enrollees and 14 percent of the market, assuming a pending merger is 
finalized); Pacificare (100,000 enrollees and 9 percent of the market); and 
CIGNA (90,000 enrollees and 8 percent of the market). Four other HMOs 
each have 4 to 5 percent market share. 

Most insurers offer the POS option. Even Kaiser has paired with Pacific 
Mutual to provide a triple-option plan. Unfortunately, we could not obtain 
POS enrollment statistics, and available PPO enrollment statistics are unre- 
liable. For example, as of the end of 1994, PPOs reported more eligible 
enrollees than the total population in Orange County. 

HMOs have difficulty differentiating their products, as most plans (other 
than Kaiser) offer similar prices and have wide and similar networks, and 
none can measure quality of care. As a result, HMO plan insurance has 
become an undifferentiated commodity product for most plans. 

HMOs in Orange County are implementing highly divergent strategies for 
health plan/delivery system integration, ranging from complete integration to 
complete separation. These strategies reflect larger HMO corporate policy 
decisions that apply to multiple markets, and are not specific to Orange 
County. 


e Kaiser is redesigning its model of a physician-driven, hospital/medical 
group delivery system that offers a health plan. To compete more effec- 
tively, Southern California Kaiser in Orange County is attempting to 
improve customer satisfaction, market more effectively, and lower its cost 
structure. Orange County accounts for less than 10 percent of Southern 
California Kaiser’s entire enrollment. 


e FHP/TakeCare and CIGNA are divesting their ownership stake in their 
delivery systems, in all markets for FHP, and in southern California for 
CIGNA. Both plans are maintaining their HMO enrollees on the health 
plan side. FHP is spinning off its hospital/physician delivery system to 
shareholders, whereas CIGNA is selling its delivery system to Caremark 
International (which owns the assets of Friendly Hills HealthCare 
Network). Both FHP/TakeCare and CIGNA had previously contracted 
with outside providers for some services, and will now contract for all ser- 
vices. This move reflects the health plans’ estimation that they can buy 
services more cheaply than they can develop delivery systems. 


e Prudential and Aetna are attempting to integrate their health plan with 
primary care physician (PCP) clinics by acquiring physician practices. 
Generally, this has been a slow process, and both also contract with outside 
providers. Aetna recently acquired an IPA in the LA/Orange County area. 
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e Pacificare, among all HMOs, has made the greatest effort to effect non- 
ownership, non-exclusive long-term integration “partnerships” (preferred 
relationships) with providers, by signing multiple year “partnership” agree- 
ments with selected medical groups and IPAs. Pacificare is offering a guar- 
anteed share of premium to its “partners,” while attempting to direct new 
enrollees to them, either through new enrollee growth or removal of 
physician organizations that are not its partners. This approach departs 
markedly from the often drawn out, year-by-year negotiations between 
health plans and provider organizations. Pacificare’s strategy is to differen- 
tiate its HMO plan product from its competitors by differentiating its 
network without owning its delivery system. Pacificare is capitalizing on 
hostility between physician organizations and some other large HMOs in 
its attempt to create brand awareness through its network. 


e HealthNet and Blue Cross (which are merging) remain completely sepa- 
rated from delivery systems. They engage in price-driven commodity 
vendor relationships with physician organizations and hospitals, and expect 
providers to take on many utilization and quality assurance functions. 
Their contracting relationships with physician organizations have changed 
from supportive to adversarial as more provider groups compete for HMO 
business and as the balance of market power has shifted in favor of health 
plans. In addition, some argue that HealthNet/Blue Cross has a strategy of 
building up independent IPAs as a counterweight to the medical groups 
and more assertive IPAs. 


Providers 


Providers in Orange County face significant challenges that will increase in 
the future. The large hospital and specialist physician capacity, which 
reflected the county’s relatively recent growth and prosperity, has now become 
a major contributor to providers’ loss of economic power. Furthermore, most 
providers are largely fragmented and county based, in contrast to some pow- 
erful purchasers and increasingly concentrated HMOs that have regional or 
California-wide strategies, much greater resources, and much less at stake 
than providers in negotiations about payment rates. Those local provider 
organizations that attempt to develop provider-based HMOs and engage in 
direct contracting have had to back down because they are not large enough 
to risk retaliation, including contract terminations, by HMOs. For example, 
the St. Joseph Health System had to sell off its own HMO several years ago. 
Competition among insurers has slowed insurer/provider partnership agree- 
ments because if a provider organization affiliates too closely with an HMO, 
other HMOs may send their enrollees to competing provider organizations. 


Hospitals 

Orange County’s 34 acute care hospitals have excess hospital bed capacity, 
declining patient days, low hospital market concentration, and little 
hospital/delivery system integration. This puts them in a weak bargaining 
position with HMOs. As a result, total profits are only about 1 percent of rev- 
enues in 1993. County hospitals are concentrating on a small range of sur- 
vival strategies, including cost cutting, creation of integrated delivery systems, 
and attempts to become a necessary provider within insurance networks 
through a critical mass of market share and a reputation for quality. 

The hospital market is not highly concentrated. Not-for-profit hospitals 
account for a substantial majority of hospital days and revenues, and eight of 
the 10 largest hospitals are not-for-profit. Seven hospitals or hospital chains 
account for 80 percent of non-Kaiser hospital revenues and bed days. The 
Sisters of St. Joseph of Orange health system has three hospitals that account 
for 20 percent of Orange County acute care hospital days and revenues. Hoag 
(two hospitals), University of California at Irvine Medical Center (UCIMC), 
Tenet (four hospitals), and OrNda (four hospitals) each account for about 
10 percent of hospital days and revenues. Unihealth (a not-for-profit chain in 
the LA area that is part-owner of Pacificare) and Columbia/HCA have a 
small presence with approximately 5 percent market share each. 

With 519 licensed beds and $151 million in net patient revenues, 

St. Joseph (flagship hospital of the Sisters of St. Joseph of Orange) is the 
largest hospital in the county. Its parent organization owns three large and 
well-regarded hospitals in Orange County, as well as some hospitals elsewhere 
in California and in Texas. The St. Joseph system partially owns a medical 
practice foundation, is acquiring additional medical groups, and controls two 
hospital-based IPAs with nearly 140,000 capitated enrollees. It is affiliated 
with Hoag Hospital (the county’s third largest hospital) and its 80,000 capi- 
tated enrollees and has started a joint venture with a local IPA. 

St. Joseph Hospital created some controversy earlier this year when it used 
its shared services agreement with Children’s Hospital of Orange County to 
request that CalOPTIMA grant it the same traditional and safety net 
provider status as other hospitals that had historically served a large portion 
of Medi-Cal recipients, thereby exempting it from the 10,000 Medi-Cal 
enrollee limit just as those other hospitals are exempted. St. Joseph’s request 
was denied after intense opposition from most of the county’s other providers, 
who protested that this request came from a hospital that had essentially shut 
out the Medi-Cal population.’ Hospitals have become territorial about any 
potential block of patients, even those with capitation rates lower than com- 
mercially insured patients. 





*Under California’s selective contracting system established in 1982, hospitals in many areas that 
want to receive Medi-Cal reimbursement for anything but emergency services must first negotiate 
a state contract. St. Joseph’s did not have a full-service Medi-Cal contract until 1994. 
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The St. Joseph health system is making aggressive moves to win both hos- 
pital and physician market share and create an integrated delivery system. 

Its strategy is to acquire or affiliate with enough well-located, well-regarded 
hospitals and enough capitated enrollees in physician organizations to become 
a must-have network for HMO plans, enabling it to command higher capi- 
tation rates or per diems than its competitors. Nevertheless, like the Friendly 
Hills and Bristol Park medical groups, St. Joseph may be reaching the limits 
of what a mostly local system can accomplish, considering statewide insurers 
and constraints of capital and management expertise. 

UCI Medical Center, which has 462 licensed beds and $195 million in 
patient revenues, has the second largest number of hospital beds in the 
county, but surpasses St. Joseph’s in net revenues. UCIMC is attempting to 
create an integrated delivery system by acquiring some physician practices 
and building a network of other affiliated PCPs. This attempt at repositioning 
for an increasingly managed care market is a major change of strategy for 
UCIMC. As recently as mid-1992, UCIMC had no managed care contracts, 
a high cost structure, and little orientation to patient satisfaction. As of early 
1995, it still only had 10,000 (fully) capitated enrollees, although it signifi- 
cantly increased the number of managed care contracts and volume of PPO 
enrollees. 

Three for-profit chains control nearly 25 percent of the Orange County 
hospital market, but only OrNda appears to have a strategy for developing a 
strong market presence. Two of its four hospitals are well regarded, and it 
acquired an IPA with more than 30,000 HMO enrollees. Tenet’s and 
Columbia/HCA’s Orange County hospitals appear to be unimportant to their 
national growth strategies in markets elsewhere. 

Hospital beds have become mostly commodity products in Orange County. 
Although a hospital’s reputation for high quality care may affect negotiations 
with HMOs, price appears to be the decisive factor in determining which 
hospitals gain the business of HMOs and medical groups. Decreasing profits 
and a drive to lower prices contribute to the market picture. Hospital pay- 
ments have fallen by more than 5 percent per year in the past three years, 
and one insurer/health plan recently demanded a 25 percent price reduction. 

The combination of lower per diem rates and declining bed days have 
pushed hospitals to cut inpatient costs and expand use of outpatient services. 
Hospitals have reduced administrative and purchasing costs, cut patient care 
and housekeeping support staff, economized on supplies, combined depart- 
ments, and postponed purchases of new equipment. On the clinical side, 
many hospitals have adopted clinical pathways. These measures appear to be 
getting results. Growth in expense per adjusted patient day dropped from 
nearly 11 percent in 1990 to about 3 percent in 1993, and growth dropped 
even further in 1994. 


As commercial payers have brought down their payments, hospitals also 
are increasing their marketing efforts aimed at such patient populations as 
Medicare and Medi-Cal beneficiaries. St. Joseph’s request for non-capped 
CalOPTIMA enrollment—and other hospitals’ opposition to this request— 
highlights some hospitals’ attempts to also attract Medi-Cal patients. Medi- 
Cal patients at least cover hospital variable operating costs, and some can 
make some contribution to overhead expenses. 

Despite various organizational and marketing strategies to attract patients, 
hospital occupancy rates average about 40 percent for the county as a whole, 
and are as low as 20 percent for some facilities. Some observers were surprised 
that only seven hospitals had closed or converted to other uses over the past 
five years and feel that more than half of the remaining hospitals could close 
without affecting quality of care or services. However, some hospitals appear 
to survive by cutting corners in replacing their physical plant and equipment. 
Unfortunately, a few reportedly are lowering quality of care to cut costs. At 
least one observer wondered if public intervention is necessary to determine 
which hospitals survive. 


Physicians 

As the Orange County market moves toward capitated enrollment, more 
physicians are joining organizations that can send them enrollees, help spread 
their administrative costs, and possibly reduce their financial risk. Many 
physicians have joined IPAs, which account for about half of Orange 
County’s capitated enrollees.‘ In addition to the two IPAs associated with 

St. Joseph’s Health System, at least four IPAs that operate in Orange County 
also operate elsewhere in southern California. There is no pattern to the way 
IPAs and medical groups pay physicians. Different organizations use different 
combinations of capitation, salary, some form of fee-for-service (FFS), and 
performance bonus. 

Other physicians have joined medical groups,’ including some that are 
considered national leaders in physician management and clinical inte- 
gration. The three largest Orange County medical groups are Kaiser 
Permanente (188,000 capitated enrollees), Friendly Hills (160,000 capitated 
enrollees in Los Angeles and Orange counties, with 60,000 in Orange), and 
Bristol Park (110,000 capitated enrollees). St. Joseph’s Health System indi- 





‘4JPAs are organizations that contract with solo or small group physicians to provide services to 
capitated enrollees. In some cases, an IPA is owned by an HMO and contracts exclusively with 
that HMO; in other cases, an IPA contracts with multiple HMOs. IPAs usually account for only 
a minority share of a network physician’s income. 

‘In contrast to IPAs, medical groups account for most or (usually) all of a member physician’s 


income. 
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rectly employs a sizable number of medical group physicians. Mullikin and 
Pacific Physicians Services have a presence in Orange County as part of their 
larger Los Angeles area operations. Aetna, Prudential, and the CIGNA and 
FHP delivery systems employ some staff physicians. The UCI Clinical 
Practice Group is large, but it has few capitated enrollees. 

Despite the growth of IPAs and medical groups, no one physician organi- 
zation has a commanding share of HMO enrollment. As a result, even leading 
groups must maintain working relationships with the many health plans that 
can bring them patients. 

Despite superior clinical integration in some medical groups, IPAs are 
obtaining the largest share of new HMO enrollment growth. IPA physicians 
serve about half of Orange County’s capitated enrollees. Some respondents 
believe this is because of a competitive strategy by insurer/health plans, which 
favor IPAs with marketing and financial support to counter the potential bar- 
gaining power of large medical groups. Generally, IPAs are weaker organiza- 
tionally and financially than are medical groups, and therefore presumably are 
less likely to become future rivals to HMOs through contracting directly with 
employers or through acquisition by a rival HMO. Other respondents argue 
that IPA growth reflects patients’ preferences for wider physician choice and 
better local access, as well as the widespread belief that IPA physicians spend 
more time with patients than do medical group physicians. IPAs are seen by 
many patients as providing more personal service than do clinically integrated 
medical groups, with their unproven claims of higher quality of care. 

The price of primary care physician (PCP) practices has risen sharply 
because of demand from local medical groups, as well as out of county 
medical groups and physician management organizations, hospitals, and 
insurer/health plans. Some respondents predict that the competition for PCP 
practices will not last. Although there is a shortage of Vietnamese, Latino, 
and other ethnic group physicians, there is no consensus on a shortage of 
other PCPs. One respondent observed that PCPs cannot assume they are 
automatically more secure than specialists. There is a demonstratable excess 
supply of specialists, especially in such areas as pulmonology, oncology, and 
cardiology. For some specialists, incomes have reportedly plunged as spe- 
cialists compete with one another to gain referrals from capitated organiza- 
tions. 

A physician-driven organization, Southern California Kaiser Permanente 
Medical Group in Orange County long held a paramount position in the 
HMO market. But the organization’s sluggish response to growth opportu- 
nities, insufficient regard for customer satisfaction, and relatively high cost 
structure led to a rapid loss of market share and substantial disenrollment in 
the early 1990’s. Since 1994, Kaiser’s enrollment appears to have stabilized. 
Kaiser’s Health Plan has restructured its marketing, and the Permanente 
Medical Group has improved patient satisfaction and extensively restructured 


its clinical operations. Although Permanente Medical Group still has an 
excess of “tenured” specialists and probably pays both PCPs and unionized 
non-physician staff more than its competitors do, Kaiser Health Plan appears 
to have improved the competitiveness of its premiums. 

Friendly Hills and Bristol Park are medical groups with national reputa- 
tions for their physician management and clinical integration expertise. Both 
depend on full-risk hospital and physician capitation for most of their rev- 
enues. Friendly Hills owns its own hospital. Bristol Park is an example of an 
integrated delivery system in which a medical group has integrated its opera- 
tions with those of hospitals it does not own. 

Recently, Friendly Hills and Bristol Park confronted the limits of what a 
small, locally owned physician-based integrated delivery system with less than 
10 percent local HMO market share could accomplish in a market with pow- 
erful statewide purchasers and health plans. Friendly Hills sold itself to 
Caremark, partly to obtain the capital that it needs to acquire information 
systems and transfer its knowledge to opportunities elsewhere in southern 
California. Caremark, which acquired several large medical groups elsewhere, 
recently bought CIGNA’s southern California clinics. This has enabled 
Friendly Hills to add seven clinics and 48,000 capitated enrollees in Orange 
County and as many as 250,000 capitated enrollees elsewhere in southern 
California. Bristol Park is seeking capital partners or a new owner because it 
needs capital for information systems, physician practice acquisition, and 
expansion in other areas. 

Friendly Hills and Bristol Park medical groups are considered to be in the 
forefront of physician management and clinical integration, and therefore 
capable of more sophisticated cost-cutting and quality enhancement. For 
example, Bristol Park manages physician behavior with a combination of a 
sophisticated compensation methodology; ongoing audits, evaluations, and 
feedback to physicians; a physician-driven use management process; peer 
pressure; relatively open communications; and quality incentive awards. It 
carefully selects physicians, then closely monitors and educates new physi- 
cians during a two-year probation period. After the probation, the physician 
is encouraged to acquire an equity stake in the medical group. 

Friendly Hills uses Multidisciplinary Action Plans (MAPs), based on 
treatment protocols, to drive patient care. The MAP includes a patient 
schedule for various clinical activities, including actions by sub-specialists and 
ancillary personnel (like pharmacists and dietitians) and patient education. 
The MAP extends across all sites of care, including the patient’s home. 
Friendly Hills is integrated thoroughly with a hospital that it owns. Bristol 
Park identifies and case-manages high cost cases, uses a small group of 
internists to admit all hospital patients, coordinates its information systems 
with those of the hospitals that it uses, and employs various secondary pre- 
vention techniques, including automatic appointment scheduling, to regulate 
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care for persons with chronic conditions. One limit to clinical integration is 
an adequate information system. Neither Friendly Hills nor Bristol Park have 
computerized patient records. 


Safety Net Providers 

Orange County provides no indigent medical care directly; its entire safety 
net system relies on a shrinking number of physicians, hospitals, and clinics 
willing to contract with the county to care for its indigent patients. So far, 
this arrangement has worked to the county’s advantage, allowing it to fulfill 
its responsibility under state law as a health care provider of last resort while 
funding only a small portion of the costs of caring for indigents. However, as 
the county continues to reduce its historically low levels of safety net provider 
funding, serious questions arise about these providers’ willingness and 
financial ability to continue service to these populations. Health plans have 
virtually no responsibility for indigent care. 

The most significant safety net provider is the UCIMC, which acquired 
the county’s public hospital in 1976. At that time, UCI accepted the transfer 
of the county hospital as part of a larger agreement between the governor’s 
office, counties, and the entire University of California (UC) system.° In the 
last two decades, UCIMC has served a steadily growing share of the Medi-Cal 
and MSI patients. Medi-Cal patient days now account for roughly 15 percent 
of all patient days in Orange County, but 55 percent of patient days at 
UCIMC. Similarly, the UCIMC system serves approximately 40 percent of 
the MSI population. Reportedly, the county pays only about 10 percent of 
charges for MSI patients. 

Despite efforts by CalOPTIMA to recognize and reward the traditional 
safety net role played so far by UCIMC and Children’s Hospital, UCIMC 
may see a major drop in its revenues as Medi-Cal patients choose from the 
expanded list of CalOPTIMA providers. A reduction in Medi-Cal inpatient 
days caused by implementation of CalOPTIMA and the results of managed 
care would bring major reductions in the DSH funds that have made the 
critical difference in UCIMC’s finances. This reduction would occur at the 
same time that the county is unable to provide UCIMC with any financial 
assistance. UCIMC will also probably see increased numbers of the more 
underfunded MSI patients who are redirected from other providers. 

To survive within these new realities, UCIMC has moved to reduce costs 
by cutting about 600 staff members and reorganizing its operations more sys- 
tematically. Reportedly there is pressure for UCIMC to use private man- 
agement, but for now its new CEO is pursuing his own reorganization mea- 





°At this time, the University of Calfornia also accepted the transfer of two other county hospitals— 
those for Sacramento and San Diego counties. Several UC regents advised against this agreement, 
arguing that it could be financially devastating. 


sures,’ including a case management program designed to improve clinical use 
through decreased average length of stay and reduced resource consumption. 
UCIMC has also designed competency-based performance management pro- 
grams and intends to broaden the Together Everyone Achieves More 
(TEAM) project, through which employees and management staff participate 
in courses on customer service, performance management, and managing 
change. UCIMC is seeking to attract private pay patients with remodeled 
facilities, improved patient convenience, increased access to primary care 
sites, and association with the prestige of its clinical faculty. It is also taking 


steps toward a closer relationship with Children’s Hospital via a shared 
CalOPTIMA network. 


Community Clinics 

Unlike other regions in the state and country, Orange County’s community 
clinics have failed to put together a true countywide network with a unified 
response to health care changes. The fragmentation of the county’s 13- 
member Coalition of Community Clinics is attributed by some to clinic 
administrators’ diverse backgrounds and resistance to following directives 
from a centralized program. 

Preparations for CalOPTIMA increased the strain on the coalition, 
effectively splitting its members into two groups. One group consists of 
CalOPTIMA- oriented clinics that are each trying to position themselves to 
pursue CalOPTIMA patients by developing special relationships with selected 
hospitals and moving away from services for non-CalOPTIMA indigents. 
This year, one of the largest clinics in this group formally withdrew from the 
coalition. Meanwhile, another group of free clinics see themselves as the last 
hope for people without even public insurance. These clinics probably will 
not survive without a special relationship with a hospital that can provide 
financial and in-kind support. 

Some low-income people are also experiencing growing hostility toward 
undocumented residents. When California voters approved Proposition 187 
in the November 1994 elections, they enacted provisions reflecting a sub- 
stantial hostility toward undocumented people.® Health care providers who 
have taken a public stand against excluding undocumented people from 
medical care or who simply continue to serve this population face a backlash 





The former CEO, who had received significant criticism for pursuing some cost-cutting mea- 
sures, was fired in June 1995 because of alleged misconduct in UCI's infertility clinic and subse- 
quent mishandling of the employees who made the allegations public. 

‘Proposition 187 requires government agencies to verify that only American citizens or legal resi- 
dents receive the benefits of publicly funded education, social services, and non-emergency 
medical care. Publicly funded health care providers are now caught between Governor Wilson’s 
admonition to implement the new law and several court orders and pending lawsuits that would 
bar enforcement of major portions of its provisions. 
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from groups whose support they need. For example, there is physician anger 
with the major Catholic hospital whose management opposed Proposition 
187, and neighborhood opposition to a free clinic that refuses to turn away 
undocumented patients and is now worried about its conditional use permit 
to operate in that location. The growing ethnic diversity of Orange County 
coming from legal and illegal migration alike ensures that the question of 
undocumented residents and legal immigrants will become a major policy and 
perhaps ethical issue for the public and private providers who have so far 
been part of Orange County’s medical care safety net. 


Academic Medical Centers 

Although few academic medical centers appear to have a secure future, 
UCIMC appears to be especially vulnerable. In a market with high managed 
care penetration, UCIMC is having difficulty with the diminished use of 
commercial insurance payments to cross-subsidize medical education. UCI’s 
financial picture grows bleaker as it contemplates growing losses in serving 
Orange County’s medical indigents, as well as the possible loss of large 
numbers of Medi-Cal patients and DSH funding when CalOPTIMA is in 
effect. 

UCIMC also faces challenges in the financing of medical education 
because it can no longer obtain a premium for its teaching. HMOs won’t pay 
a dime more for teaching. Moreover, UCIMC’s staff physicians include faculty 
specialists who were unaccustomed to a cost-conscious approach to resource 
use. UCIMC lacks capital for expansion, especially for creating a secure PCP 
network. 

The UCI College of Medicine and the Medical Center have engaged in a 
partnership to help create an integrated delivery system that focuses on 
expanding ambulatory care services and inpatient market share. The Clinical 
Practice Group, a multispecialty medical group of 276 UCI physician faculty 
members and approximately 30 employed physicians in the Primary Care 
Group, are working with the Medical Center to establish relationships with 
external primary care groups to broaden UCIMC’s geographic coverage and 
expand its primary care capabilities. 


Consumers 


There is growing disparity between access to health care for low-income 
Orange County residents and those with modest or higher incomes. In a 1994 
survey of Orange County residents, low-income residents reported not 
receiving treatment for their chronic illnesses at twice the rate (41 percent 
compared to 20 percent) as those with higher incomes.’ Approximately 


VAY 


43 percent of Orange County residents living in poverty reported that they 
lacked a regular source of care, an increase from 25 percent in the same 
survey four years earlier. People with incomes above 200 percent of the 
federal poverty level (FPL) experienced the opposite. Approximately 

9 percent lacked a regular source of care in 1994, compared with 19 percent 
in 1988. Opinion is strongly divided about the impact CalOPTIMA will have 
on health care access for its enrollees and on the county’s larger safety net.'° 


Future Developments 


In the next three years, HMO market penetration will continue to increase, 
possibly rapidly. Statewide purchasers and HMOs will increase their size and 
market power, and premium decreases (either real or nominal) are possible. 
Ownership of local hospitals will become more concentrated, as statewide 
delivery systems increasingly bargain with HMOs. Various types of 
insurer/provider partnership arrangements will be formed, as insurers attempt 
to differentiate their insurance products. Health plans will continue to 
compete for enrollees on the basis of price, although quality-of-care measures 
of unclear validity may affect enrollee choice. 

It is impossible to predict the effect of health system change on overall 
quality of care for the insured. More integrated organizations may provide 
enhanced quality of care, and less integrated organizations may provide the 
opposite. It is unlikely that major health care legislation will be enacted. 
State-funded Medi-Cal capitation rates will determine the success of the 
county’s managed care program. The number of uninsured residents may 
increase, while access to care for the uninsured—especially the undocu- 
mented—will continue to decrease in the absence of new political initiatives. 
The growing ethnic diversity of Orange County from legal and illegal 
migration ensures that the question of undocumented residents and legal 
immigrants will become a major policy and perhaps ethical issue for the 
county. 





“Health Care Inequities in Orange County, California: A Growing Nightmare for the Poor.” 
Study Conducted by the United Way of Orange County Health Care Council, 1994, Executive 
Summary, pp. 2-3. 

\°[dem, p. 10. 
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V A VY Overview 


The Portland/Vancouver health care market is changing rapidly. Providers are 
consolidating, health plans are competing for market share, and the line 
between the functions of providers and insurers is blurring. By and large, 
providers and health plans have initiated these changes. Though rapid, they 
are not viewed as traumatic because the market, as one interviewee said, “had 
a head start [and is] built on a solid base.” The history of managed care in this 
market is long, and the process of consolidation has been gradual. In the past 
few years, insurance premiums have flattened or, in some cases, declined, and 
hospital use rates have dropped despite the absence of organized or wide- 
spread employer pressures. Public policy initiatives have spurred much of the 
change by promoting competition among health plans and expanding the 
managed care market through Medicaid and other programs. Yet despite the 
turmoil, the outlook of the various “players” in the system is surprisingly pos- 
itive. 

The Portland/Vancouver market spreads over two states and comprises four 
counties with about 1.5 million people: Washington, Multnomah, and 
Clackamas counties in Oregon, and Clark (Vancouver) County in 
Washington State. This market is divided by the Columbia River, and the 
states have different regulatory and legislative approaches to health care. 
Despite this split, provider systems and employment markets in the area 
overlap. Vancouver and several outlying communities on the Portland side of 
the river are submarkets in the metropolitan area. 

Three major delivery systems—Providence Health System, Kaiser 
Permanente, and Legacy Health System—provide the vast majority of health 
care in the Portland area. Clark United Providers (CUP) in Vancouver is 
positioning itself to become a fourth major system in this market. Each 
Oregon-based system has a primary relationship with a health maintenance 
organization (HMO) through ownership or contract, but the contracts are 
not yet exclusive. A major change in the marketplace in the past two years 
has been the rapid development of provider alliances, as well as the hori- 
zontal and vertical integration of health systems. 

Portland/Vancouver—like Oregon and Washington, generally—has a long 
history of managed care, dating back to the founding of the Kaiser 
Permanente Health Plan in 1947. Today, this area has one of the most 
extensive managed care markets in the country; its penetration rate is more 
than 50 percent. Four health plans dominate the market: Providence’s Good 
Health Plan, Kaiser, Blue Cross and Blue Shield of Oregon, and PacifiCare. 

Although the Portland/Vancouver market does not have an active 
employer coalition or purchasing group, individual employers have taken 
advantage of stiff competition among health plans to reduce or stabilize rates 
and negotiate multi-year agreements. As insurers scramble to increase market 
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share, their products are becoming more alike and include restricted-panel 
HMOs, preferred provider networks, point-of-service plans, and Medicaid and 
Medicare options. All use the same (or overlapping) networks. Health plans 
are increasingly seeking to differentiate themselves from one another. 

Public policy has stimulated changes in Portland/Vancouver through both 
comprehensive health system reform and initiatives targeting low-income 
populations. Health system reforms based on managed competition and uni- 
versal coverage based on an employer mandate have been legislated in both 
states. These laws accelerated the consolidation among health plans and 
providers in Portland and Vancouver, and despite the repeal of health reform 
legislation by the 1995 Washington State legislature, consolidation has con- 
tinued. In the past few years, the Oregon Health Plan (OHP) and 
Washington’s Medicaid “Healthy Options” program and Basic Health Plan 
(a state-subsidized program for the working poor) have brought many new 
low-income individuals into managed care and have further stimulated com- 
petition and network development throughout the two states. 

Changes in the health care market are having far-reaching effects on 
providers. The medical hierarchy has been rearranged, with primary care 
practitioners rising to the top as specialists slip downward. In fact, primary 
care providers are in short supply in some parts of the market (e.g., Clark 
County), while there is a surplus of specialists. Solo and small-group practices 
are giving way to larger groups as physicians sell their practices or affiliate 
with provider networks. The mind-set of physicians has changed as their 
focus has shifted from affecting legislative initiatives to gaining market 
influence. In general, interviewees report that physicians are confused, frus- 
trated, and less satisfied with their jobs. Hospitals no longer view themselves 
as independent inpatient facilities but as multi-loci service providers within 
regional or statewide networks. 

Despite the rapid changes in the Portland/Vancouver area, nearly all inter- 
viewees believe that the health system has improved. Most believe that 
quality of care has improved and that the changes have brought more choice 
and better access for consumers, even for lower-income families. Competition 
is not seen as having yet led to cutthroat tactics or draconian measures. 
Interviewees identified only a few clouds in this picture: some perceive that 
consumers do not always understand their options well; some fear access and 
choice will be eroded as competition heats up; and some emphasize that 
health care for the uninsured remains a problem and that the changes have 
strained the network of safety net providers. 


Vv & VW Community and Health System Background 
Demographics and the Economy 


The four-county market area, which has grown steadily in the past decade, 
had 1,548,000 residents in 1993. The region’s poverty rate is slightly below 
the national average, while the proportion of elderly (age 65 and older) is 
close to the national average but higher than that of other western states. 
The region has a higher proportion of white residents than many American 
cities, though there are large communities of Hispanic people and recent 
Asian immigrants in some parts of the four-county area. In addition, the pop- 
ulation in Washington County is rather fluid because of its many agricultural 
migrant workers. 

The Portland/Vancouver area has a generally healthy economy. Portland- 
area businesses created 20,000 new jobs between July 1993 and December 
1994, primarily in the non-manufacturing sector, and growth is expected to 
continue. Clark County has experienced similar growth, particularly in the 
biotechnology, electronics, and computer industries. 

The employer community is characterized by small and medium-sized 
firms. The largest employers are in the public sector: federal and state govern- 
ments, public schools, and Oregon Health Sciences University. Of the few 
large private employers, U.S. Bancorp, US West, Hewlett-Packard, and Intel 
are headquartered out of state and make many health care purchasing deci- 
sions centrally. Large local employers include the three major health systems 
and Tektronix. 


Health System History 


The Portland/Vancouver area has a long history of managed care, dating to 
1947 when the Kaiser Permanente plan and facilities were established in 
Portland. By the late 1970s, Kaiser was firmly positioned in the market, and 
other HMOs had begun to operate. Managed care gained market share in the 
early 1980s when Portland became the site of three demonstration Medicare 
tisk contracts operated by Kaiser, Good Health Plan, and PacifiCare. 

The federal government also financed Health Choice, a demonstration 
education and marketing program in Portland designed to inform Medicare 
beneficiaries about the availability of managed care. Health Choice, a private, 
not-for-profit company, was given the mailing list of all Medicare beneficiaries 
and thus had direct access to the entire target market. As a result of this out- 
reach effort and the availability of three HMOs, Medicare enrollment in risk 
contracts in the Portland area is now more than 50 percent—higher than 
anywhere else in the country. 
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The Medicaid programs in Oregon and Washington stimulated the growth 
of managed care when they began to move recipients of Aid to Families with 
Dependent Children (AFDC) into fully or partially capitated managed care 
plans about 10 years ago. More recent policy changes in both states have 
further expanded the enrollee market. 

The growing presence and acceptance of managed care has affected the 
private-sector market in the Portland area. By the mid-1980s, employers 
began to purchase coverage from HMOs other than Kaiser. As HMOs have 
extended their reach into the public and private sectors, the public has come 
to view managed care more favorably. In addition, growth in the number of 
HMOs meant that more physicians—beyond those employed by Kaiser— 
began to share the financial risks of providing care through non-fee-for- 
service payment methods, especially capitation. 

The market penetration of managed care has been associated with a steady 
12-year drop in the use of inpatient care. By 1994, Medicare inpatient use was 
1,311 days per 1,000 people age 65 and over in Portland, about half of the 
national average; the rate for all local residents was 38 in 1,000. Despite 
recent reductions in inpatient capacity, most interviewees said the system still 
has too many hospital beds. 

Managed care developed more slowly in Vancouver than in Portland. 
With the exception of Kaiser, Medicare risk contracts were not extended 
into Clark County until 1994 because of lower Medicare payment rates. 

In addition, managed care plans have only recently competed aggressively for 
market share in Vancouver. However, the pace of change and the level of 
competition are increasing since PacificCare introduced its Secure Horizons 
Medicare risk contract and area providers have grouped together to form 


CUE: 


Health System Changes 
Public Policymakers 


Major health system reform laws in Washington and Oregon have been a cat- 
alyst for consolidations, mergers, and alliances among health plans and 
providers. In Oregon, concerns about the affordability of and access to health 
care led to the enactment of three laws in 1989 (and recent amendments), 
known collectively as the Oregon Health Plan (OHP). OHP represents a 
broad-based, bipartisan consensus on health care policy. The plan was 
designed to provide universal coverage (largely through an employer 
mandate); establish a basic benefit package by ranking and limiting covered 
Medicaid services; reform the small group insurance market; and control costs 
through managed care. The most significant accomplishment of OHP to date 
has been extending Medicaid coverage to an additional 125,000 people with 


an income below the federal poverty level and enrolling them, together with 
AFDC eligibles, in managed care. As of January 1995, other Medicaid groups 
(the elderly, disabled, blind, and foster children) were also being moved into 
managed care. 

By mandating the enrollment of Medicaid recipients in managed care 
plans, OHP has stimulated the development of statewide provider networks 
and has offered new provider-controlled competitors a foothold in the market. 
The state, in effect, acts as a reinsurer for at-risk networks in that physicians 
and other provider groups can contract directly with the state rather than 
going through insurers to cover Medicaid enrollees on a capitated basis. 

Public policy emphasis on managed care in Washington State was galva- 
nized by the creation of the Basic Health Plan (BHP) in 1987. BHP, started 
as a demonstration project for up to 25,000 people, now offers a choice of 
managed care plans in all areas of the state to people with an income below 
200 percent of the federal poverty level as well as to some businesses. The 
state subsidizes an income-related sliding premium contribution, and enrollees 
have modest copayments. In BHP, as in OHP, a unit of state government con- 
tracts with managed care plans to provide a set of basic benefits to individuals 
who meet certain income guidelines. BHP drew a number of existing 
managed care plans into the market to serve low-income populations and 
prompted the development of a few new ones. 

Like Oregon, Washington State has enrolled some Medicaid recipients in 
HMOs for at least 10 years, mostly on a voluntary basis and in only a few 
locales (including Clark County). However, in 1992, the state began to make 
managed care mandatory for most Medicaid recipients in all counties (1993 
in Clark County). This initiative, called Healthy Options, depends primarily 
on capitated plans. Primary care case management contracts are used in a few 
rural areas. 

The Washington Health Services Act, passed in 1993, set out a seven-year 
phase-in of managed competition and universal coverage. The latter was to 
come about through an employer mandate and an expansion of the BHP. The 
act also mandated a strengthening of the public health system! and coordi- 
nation between the public health system and the reformed medical care 
system. The law set off a flurry of activity as health plans prepared to compete 
for a share of the new market and moved to establish themselves statewide. 

It also stimulated network development and alliances between providers 
themselves, as well as between providers and local public health agencies. 





The 1993 Health Services Act required that the state health department and local public health 
agencies develop and implement a “public health improvement plan,” which sets standards for 
public health agency performance and community health improvement. The legislature has pro- 
vided additional funds to enhance the ability of these agencies to meet these standards. 
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The 1995 legislature repealed most of the Health Services Act, leaving 
intact only small-group and individual insurance reforms (modified com- 
munity rating, portability, renewability) and BHP expansion (up to 200,000 
people by 1997). Community rating now applies only to small groups and 
individuals, with adjustments for age and wellness factors. The use of exclu- 
sions for pre-existing conditions is limited for people who change jobs and 
have continuous coverage, and insurers are required to renew policies except 
for reasons of non-payment. Although the political backlash against compre- 
hensive reform included concerns about managed care, the movement toward 
consolidation, capitation, and integration has not been significantly altered. 


Private Purchasers 


Portland/Vancouver employers have not acted as aggressively (or as collec- 
tively) as employers in some other cities (e.g., Minneapolis) to affect the 
health care market, but their sensitivity to prices has spurred competition 
among health plans for market share. The business community is dominated 
by small to mid-sized employers who tend to make purchasing decisions with 
the help of brokers. Larger locally based employers tend to self-fund because 
they have employees throughout Oregon and in other states, and they need 
to make purchasing decisions appropriate to the health care markets in the 
areas in which their employees are located. 

Business has been a willing participant in managed care but has not 
driven the market. No employer coalition or purchasing group exists in the 
Portland/Vancouver area (the Portland Business Group on Health dissolved 
itself a number of years ago). A Pacific Business Group on Health— 
encompassing Oregon, Washington, and California—is reportedly being 
developed, but group purchasing is unlikely as long as employers continue to 
get what they want from the market: price stability and choice. 

Nonetheless, some local companies have negotiated aggressively with 
health plans, taking advantage of competition to obtain favorable rates and 
rate guarantees. For example, Precision Cast Parts received a five-year rate 
guarantee from the Legacy system. This price sensitivity has recently caused 
health plans to reduce or stabilize premiums: for example, Kaiser retroactively 
decreased premiums by 3 percent in the past two years, and Providence cut 
premiums by 5 percent. 

Like large employers in other American cities, many of the larger 
employers in Portland/Vancouver self-fund their employee health coverage.’ 





’The largest employers are the Oregon and U.S. governments (12,500 and 18,600, respectively, in 
1994) and the health systems themselves (each about 7,000). Most of the largest private 
employers (with the notable exception of Tektronix) are headquartered in other states; thus, 
their health care purchasing decisions generally are not locally controlled. 
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The flexibility of self-funding has allowed employers to obtain what they per- 
ceive to be greater efficiencies. They also believe that it makes providers more 
accountable. In response to self-funding, health plans and provider networks 
are developing new products that will be attractive to self-funded purchasers. 
For example, some insurers are developing HMOs designed specifically for 
these purchasers, and some HMOs are developing third-party administration 
capability in addition to their insured products. 

OHP provides assistance to small employers through a conventional 
insurance plan and an HMO that is available to all companies employing 3 to 
25 people. The response to this provision has been limited: from April 1989 
to June 1994, the plans served 7,100 of 38,000 eligible employers and covered 
more than 27,000 individuals. OHP also includes an employer mandate; 
though scheduled to be implemented in 1996, it may yet be repealed. 

Unlike in some other markets, health plans and providers rather than 
employers in Portland/Vancouver have taken the lead in quality monitoring. 
With premiums remaining stable, and product differentiation decreasing, 
health plans and providers see quality evolving into a more important point 
of competition. One benefits consultant who works with large companies 
reported that businesses are not paying attention to Health Plan Employer 
Data and Information Set reports (HEDIS) or quality monitoring; with flat 
prices, employers may believe they are getting better value without these 
additional data. On the other hand, US West, GTE, and Tektronix are 
teaming up with Kaiser and the Good Health Plan to measure patient out- 
comes. Health plans are producing HEDIS data and reports on quality, and 
some providers are developing internal quality measures and evaluation 
systems. This information will be available if and when employers seek 
greater accountability from the health system. 


Insurers and Health Plans 


The insurance market in Portland/Vancouver continues its strong, steady 
push toward managed care. The largest health plans are competing for market 
share by developing a complete menu of managed care products for various 
public and private purchasers. They are also seeking greater financial security 
through closer relationships, involving cost- and risk-sharing contracts, with 
provider networks. The growth of risk-based provider payment is blurring the 
distinction between the functions of insurers and providers. 

The Portland area is more heavily dominated by managed care than most 
markets in the country. Enrollment in managed care plans accounts for more 
than 50 percent of Medicare beneficiaries (about 34 percent in Vancouver), 
more than 40 percent of enrollees covered by private insurance (75 to 80 
percent if preferred provider organizations [PPOs] are included), and virtually 
all Medicaid enrollees. In addition, Portland/Vancouver’s insurance market is 
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becoming consolidated: five HMOs comprise at least 100,000 enrollees 
statewide, and three PPOs have an enrollment that is greater than 150,000. 

The product lines offered by insurers are becoming similar as each develops 
a full menu of offerings: restricted-panel HMOs, point-of-service plans, plans 
tailored to Medicare and Medicaid enrollees, products for small groups, and 
PPO indemnity plans. Even Kaiser, the prototypical closed-panel HMO, is 
developing an array of choices for enrollees in response to market pressures. 
In addition, the major insurers either have the capability to administer self- 
funded plans or, like Kaiser, are moving to build it. Insurers such as Blue 
Cross and Blue Shield have actively moved enrollment to their HMO. 
Three years ago, 15 percent of Blue Cross and Blue Shield’s enrollment 
was in HMO-Oregon; now at 33 percent, enrollment is expected to rise to 
50 percent in the next year. 

Similarities between most health plans are also growing as the plans 
increasingly integrate with providers. For example, Providence and Kaiser are 
becoming more alike as the former purchases primary care practices and the 
latter moves to contract with them, and as Kaiser contracts for inpatient care, 
rents its network as a PPO, and builds third-party administration capability. 
Legacy can also perform hospital, PPO, and insurance functions as it develops 
a stronger link with Blue Cross and Blue Shield. The recent alliance of 
Legacy, Blue Cross and Blue Shield, and the Cascade, Metropolitan, and 
Mullikin PMG medical clinics are other examples of formal links between 
insurers, hospitals, and physicians. 

As prices and products grow more alike, competition is beginning to turn 
on the issue of customer service and other value-added factors, such as 
breadth of provider panels and quality of care. This change prompted 
Kaiser—a traditional, closed-panel HMO—to contract with community 
physicians and PacifiCare to enlarge its focus beyond large clinics. Health 
plan representatives say they also compete on quality even though they are 
not sure if purchasers or consumers think quality is important. All health 
plans are emphasizing the production of quality measures and reports, and a 
number of plans are committed to producing HEDIS data. 

Financial risk-sharing among insurers and providers is well-established in 
Portland/Vancouver. Physicians are often paid through capitation. Most hos- 
pital contracts involve risk-based payment, such as diagnosis-related groups 
(DRGs), per diem rates, or, less frequently, capitation. Legacy reports 
that 15 percent of its business is fully capitated and 35 percent is partially 
capitated. 

Risk-sharing among providers is accelerating—especially in Clark County, 
where Medicare risk contracting is growing rapidly. PacifiCare introduced 
Secure Horizons (which shifts financial risk to primary care physicians 
through capitated payments) through the Vancouver Clinic in fall 1994 and 


reached the clinic’s target enrollment of 2,000 in 45 days. The clinic is now 
taking another 100 members each month. PACC Health Plans and Qual- 
Med are preparing to market their Medicare risk products, and the Good 
Health Plan is evaluating the market. Kaiser previously capped Medicare 
enrollment in Clark County but may now open up the plan. 

Partly as a result of the growth of risk-based payment methods, the dis- 
tinction between insurance and provider functions has become less clear as 
alliances and mergers cross the insurer-provider line. For example, physician 
groups on both sides of the Columbia River are invading the insurers’ ter- 
ritory by contracting directly with purchasers. In Portland, the Coordinated 
Healthcare Network (CHN) was formed by the Metropolitan, Suburban, and 
Portland clinics in order to receive OHP capitation directly. CHN sees an 
opportunity for creating administrative efficiencies and eliminating the 
overhead of health plans. CUP, which includes Clark County’s only hospital 
and major medical clinics, is similarly motivated and has obtained a state 
insurance license. Tuality Community Hospital, located 30 miles from 
downtown Portland, has created a physician-community-hospital organization 
(PCHO) to contract directly with OHP and to negotiate with other health 
plans on behalf of all community providers. 

Multi-state affiliations are also developing. Blue Cross has formed an inter- 
regional agreement with King County Medical Blue Shield, Pierce County 
Medical Bureau/Blue Shield (both of Washington), and MSB-Blue Shield of 
Idaho, collectively known as The Benchmark Group. This group, which rep- 
resents more than 2.3 million enrollees, will look for administrative eff- 
ciencies, create a combined utilization database, and invest in a shared infor- 
mation system. PacifiCare has merged its Washington and Oregon plans into 
one regional entity, which is also pursuing efficiencies. 


Providers 


Providers in Portland/Vancouver are consolidating and integrating man- 
agement and service delivery structures among entities that were once sep- 
arate (e.g., hospitals and physician clinics). Some providers in outlying areas 
of the market are using this strategy as an alternative to affiliating with a large 
health system or plan. 


Hospitals 

Portland/Vancouver’s hospital system is highly consolidated. Most of the 

17 facilities are linked in some way to the three large delivery systems 
(Legacy, Providence, and Kaiser), each of which has 25 to 27 percent of the 
market, or to the newly formed CUP. Legacy owns four hospitals and has a 
strategic partnership with a fifth. Providence owns three hospitals, Kaiser 
owns two, and CUP includes the one hospital in Vancouver. All but two of 
the hospitals are not-for-profit organizations. 
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The area’s major health care delivery systems are becoming closely aligned 
with, or are already indistinguishable from, the region’s major insurers. Kaiser 
and Providence are each significantly integrated—employing or contracting 
with physicians and owning or contracting with hospitals. The contracts 
often involve financial risk-sharing, considerable data reporting requirements, 
and compliance with quality and utilization management processes. A new 
network, The Alliance, links Legacy’s hospital and specialty system with three 
major medical clinics and Blue Cross/Blue Shield of Oregon. CUP has a 
strong relationship with PacifiCare. Because of its wide physician mem- 
bership, and because it is the only hospital in Vancouver, it has the potential 
to “lock up” the Clark County provider system. CUP’s purpose is to contract 
directly with the state of Washington and private employers and to function 
as a contracting vehicle with HMOs. 

The major hospital systems are also responding to market changes in a 
variety of ways: they are emphasizing quality measurement and improvement, 
establishing critical pathways, cutting costs, reducing staff, and providing 
service-related training. Reflecting the fact that these strategies are just 
beginning, all systems are investing heavily in information technology. 

They are also contracting with or buying primary care groups, or setting up 
physician-hospital organizations (PHOs). Expansion into outpatient services, 
workers’ compensation, nursing homes, home health, and occupational health 
are other common hospital responses to the declining demand for inpatient 
care. 

Some hospitals in Oregon communities that surround Portland are 
attempting to remain independent of the big systems. For example, Tuality 
Community Hospital has joined forces with all local primary care physicians 
and community members in a PCHO. The organization provides various 
levels of administrative support to physicians; contracts with insurers on 
behalf of the physicians; and handles, as a single point of contact, payment 
negotiations, credentialing, and quality assurance. Tuality also supports a fed- 
erally qualified migrant health center and is collaborating with the local 
health department on population-based services. 

Recent hospital consolidations and closures reflect a continued drop in 
hospital use rates. The Portland/Vancouver market has experienced a 12-year 
downward trend in inpatient use to a composite rate of 385 days per 1,000. 
Ten years ago, the area had more than one million patient days per year; it 
now has 600,000. As a result, Holladay Park Hospital closed in 1992, and 
Kaiser has announced the closure of Bess Kaiser Hospital in Portland.’ 





*In the latter case, Kaiser has reached an agreement with the Providence system to pay a hospital 
“bed rental” fee, including a capital component. Kaiser gains by deferring a large capital expense 
(replacing or renovating Bess Kaiser), and Providence gains by increasing hospital usage and 
obtaining funds for future capital needs. 


In addition, one of two Clark County hospitals closed after they merged in 
1991 to become Southwest Washington Medical Center. Most interviewees 
said the trend of reduced inpatient care will continue and that, despite the 
recent downsizing, the system still contains excess beds. 


Physicians 

The biggest recent change for Portland/Vancouver physicians has been a shift 
in power—i.e., control over money and patients—from specialty to primary 
care. This shift comes within the context of a market in which control has 
shifted over the years from individual physicians (of all types) to hospital- 
centered provider networks and managed care plans. 

Larger groups of primary care physicians are forming alliances with other 
providers or creating new medical service organizations (MSOs). Others are 
joining networks or selling their practices to preserve or improve their income 
and influence. As mentioned, Portland’s three largest primary care physician 
groups have formed CHN, an MSO able to accept financial risk and gain 
administrative and purchasing efficiencies. (CHN is a contracting managed 
care organization under the OHP.) 

As control shifts to primary care providers, specialists have watched their 
market power diminish. They have consolidated to some degree but were by 
and large described as being paralyzed and panicked in the face of the new 
power of primary care providers. Portland has become a buyer’s market for 
specialty care. 

A substantial percentage of physicians’ revenue—60 to 80 percent in large 
clinics—is capitated or otherwise based on risk-sharing, reflecting the high 
penetration rate of “real” managed care (that is, plans with restricted provider 
panels, resource controls, and financial incentives for efficiency). Some 
clinics, such as the Suburban Clinic, have been accepting risk-based payment 
for managed care patients for more than a decade. This expansion of provider 
financial risk has prompted physicians to sharpen their focus on customer 
service, quality improvement, and utilization management in order to 
improve the value of their services and maintain market share. For example, 
CHN has developed a physician “citizenship” survey linked to bonus pay- 
ments. Quality improvement processes and measurement are common in the 
physician community, especially in the large clinics. 


Public and Safety Net Providers 

Public and safety net providers remain a strong element of the Portland/ 
Vancouver health system, but their continued viability will depend on the 
financial commitment of state government and its support of managed care 
policy. Public providers in Portland (and elsewhere in Oregon) responded to 
the OHP and market pressures by creating CareOregon, a fully capitated 
Medicaid managed care plan. Its providers include Multnomah County 
Health Department clinics, other community health centers, Oregon Health 
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Sciences University (OHSU), and the Clackamas County Health 
Department. The Multnomah health department, which administers the 
plan, has a long history of involvement in clinical care, including partially 
capitated Medicaid. CareOregon has 20,000 enrollees. 

Public providers in southwest Washington have taken a different 
approach. In response to the 1993 Washington Health Services Act, which 
reflected a commitment to strengthen public health, this district divested 
itself of some clinical services, such as prenatal care and well baby/sick baby 
care, stressing instead its community assessment, planning, and mobilization 
roles. This focus is epitomized by Community Choices 2010, a community- 
wide assessment and priority-setting process catalyzed by the district and sup- 
ported by Kaiser and Southwest Washington Medical Center. 

Although the OHP is viewed as beneficial overall, concern remains about 
access to and the future financial viability of safety net providers. OHP has 
reportedly reduced the number of uninsured in the state from about 550,000 
to 400,000. However, further expansion of Medicaid coverage is unlikely 
given tight state budgets in both Oregon and Washington. The community 
clinics involved in managed care have seen patient volumes climb and rev- 
enues drop, resulting in less capacity to serve uninsured clients. Two Portland- 
area community health centers that did not join CareOregon continue to 
focus on the uninsured, but their future is uncertain, as public policy empha- 
sizes funding for Medicaid managed care but not coverage for the uninsured. 


Academic Medical Centers 

OHSU, like academic medical centers across the country, is facing formidable 
market challenges to its teaching and research mission. The only academic 
medical center in the Portland/Vancouver area, OHSU provides a few unique 
services (notably kidney dialysis and heart transplants). However, many other 
specialty services are also available at other hospitals. OHSU physicians and 
services are tertiary and specialty-oriented, while managed care emphasizes 
primary care. The price structure of the university hospital includes the costs 
of health professional training and research, while competing hospitals can 
offer prices without this overhead. The burden may be exacerbated if graduate 
medical education funds in Medicare are cut. Perhaps most important, OHSU 
officials believe that, as a state agency, the organization is hampered by 
administrative and contracting rules and an inability to enter into equity 
arrangements. 

OHSU is meeting these challenges through a multifaceted approach that 
mirrors the efforts of other major players in the market. It is forming provider 
networks, expanding primary care capacity, developing insurance products, 
launching quality improvement activities, and generally cutting costs. To gain 
more flexibility in contracting, the university developed and obtained 
approval from the state legislature in 1995 for an innovative plan to 
transform OHSU from a state agency into a public corporation. As such, it 


will be able to own equity in a managed care plan—the key to success in the 
eyes of university leaders. The change in legal status may also allow OHSU to 
enter more quickly into contractual or other agreements to respond to 
changes in the market. Notably, the legislature’s willingness to improve 
OHSU’s market position required that even its competitors not oppose this 
change. 

The university is also protecting its referral base and specialized services in 
other ways. To improve its referral network, OHSU is expanding its primary 
care presence in Portland and developing or strengthening provider relation- 
ships statewide. It has established two off-campus primary care centers, and 
two more are planned. This strategy has raised the concern of community 
physicians about competition from the university. 

In addition to participating in CareOregon, OHSU is one of the primary 
organizers of Pinnacle, a PPO with Legacy’s Managed Care Northwest, which 
is expected to become a system of 3,000 physicians. The university is also 
investing in Health Futures, a network of 17 hospitals outside Portland, 
which OHSU hopes will reinforce referral linkages that have been broken by 
managed care. Health Futures comprises member hospitals and their physi- 
cians (either through MSOs or PHOs) and is exploring a relationship with an 
insurer to market an insurance product. 

OHSU is also beginning a number of internal activities in response to the 
cost-restrained environment. For example, it is cross-training providers, con- 
ducting area-by-area analyses, downsizing units and potentially some specialist 
residencies, and developing clinical guidelines and critical pathways as well as 
quality initiatives. It also is examining its teaching mission and looking at the 
types of clinicians it is training and the market demand for them. 


Consumers 


The diverse group of individuals we interviewed perceive consumers to be 
generally satisfied but confused and not knowledgeable about their health 
care choices. There is consensus among those interviewed that access has 
improved for many consumers, especially low-income people covered under 
OHP and Healthy Options. According to their patient surveys, health plans 
report high and rising satisfaction. 

Choice remains an important indicator of health system performance in 
the eyes of consumers. For many people in Portland/Vancouver, choice has 
improved. Those covered under large employer health plans can generally 
choose from two or three HMOs, one of which is Kaiser, plus a PPO. Mid- 
sized employers typically offer one or two HMOs and a PPO. OHP and 
Healthy Options gave Medicaid enrollees more plans to choose from— 
especially in the Portland area, where 11 HMOs are available. 

Access for low-income consumers has improved with expanded eligibility 
in both states’ Medicaid programs and Washington’s BHP. However, these 
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public policy initiatives have not been without problems. Despite efforts to 
help Medicaid enrollees understand and select among plans, several of those 
interviewed expressed concern that enrollees neither know how to select a 
managed care plan nor understand Oregon’s lock-in provisions. Moreover, 
despite the increases in coverage, many area residents remain uninsured. Staff 
of Portland’s Neighborhood Health Center Clinics, Inc., for example, have 
difficulty serving 7 to 8 people per day; before OHP, they served 10 to 12. 
Staff are also concerned that many in the broader community think OHP has 
solved the problem of the uninsured, as evidenced by the increased difficulty 
they are having in recruiting volunteers and maintaining voluntary support 
from hospitals, as well as financial support. 

Some interviewees suggested that employers are narrowing coverage classes 
in response to the availability of OHP and BHP and that costs are being 
shifted to employees through increased premium shares and higher copay- 
ments. Today, employers generally cover 80 to 100 percent of the employee’s 
premium and 50 to 100 percent of the dependent premiums; copayments and 
deductibles tend to be low, which is in keeping with the design of managed 
care plans. However, we found no indication that these developments have 
eroded consumer satisfaction, perhaps reflecting the region’s long history of 
managed care. 


Future Developments 


The Portland/Vancouver health system is characterized by widespread 
optimism, despite the changes and stress of a highly competitive market. 
Providers and health plans are perceived as being socially responsible and the 
care they provide as being of good quality. A spirit of collaboration and a will- 
ingness to focus on broader community health issues make the future look 
promising. This optimism is tempered by the concern that the commitment 
of both states to expanded health care coverage for low-income people will 
diminish as state budgets shrink. 

Interviewees expect that managed care and capitation will continue to 
grow and that the provider community will become further consolidated. 
Further vertical and horizontal integration within health systems is expected, 
as are more links between the public health system and other providers. 
Consolidation is expected to strengthen physicians’ bargaining power with 
health plans, and the continued development of direct contracting by 
physician groups and vertically integrated provider networks will bring them 
head-to-head with the health plans. 

Few observers predict that there will be major new entrants to the market 
in the near future. The alliance in 1994 of the Mullikan medical group (from 
California) with Pacific Medical Group was the first time a for-profit 


physician organization entered the Portland market; most interviewees are 
not certain that this alliance will succeed. 

The trend of hospital downsizing and closures is likely to continue. Some 
interviewees fear that federal Medicare reimbursement policy may have a par- 
ticularly drastic effect, causing an inappropriate reduction in the number of 
beds if such policy does not adjust for the already very low inpatient uti- 
lization on the West Coast. 

Consolidation among health plans—spurred in part by investments in 
information systems and the capital to support such investments—is likely to 
reduce the number of plans in the Portland/Vancouver market to five or six. 
Some interviewees fear that fewer, larger health plans will become com- 
placent and oligopolistic—or so competitive that they forget their mission. 

It is possible that plans and networks may become more exclusive, but 
movement in this direction is expected to be limited because of employer and 
patient demand for choice. The development of quality measurement will 
proceed, but it is too soon to know whether generally accepted, meaningful 
quality indicators will be created and used in purchasing decisions. 


Portland/Vancouver A 15 





‘ " mn he 
ae eae ee Seals, 
ee + Rhee Leg 
: = ‘ re yt I te we 


ivi) 











— 7 


: . en . y a 
Saag win) a Sf : a 
a ee Grn ae 






a 



















a ‘ 7 a 
_ iy Delt. . im i 
¥ : a i " sey ny apes tp oy 7) 
on son : 
7 a Gane ar ae a ‘i es aati Pana at a 
a ae . ae ner coe ; aan "lh be pain, phic 
on eo ee Ae age: pean ag Drs baa 
a { i a ie ARG Migsbroran es ier ta 
. : : eee Se ee Z| ae or a ee ee 
- ie nS © he bea the Oe eo 
{ i . * % bie i Pe vd, iepiny 'E ei dena 4 i 7 ear 
4 ada aa *4 ihe bat ont! tf pull argh 31 0b) Grail un be _ a 
a "ei faaegategh bly hCPES Ea: Ail phe te= Aaya pment 
' tae | Pees Mauna ; pen may ham iipyaay 
: see AT a nad Phare oe Paks (het hi) dee ee, a 
- we neskein oe Oia ge ea ee er ee lie 
ae i, Ae ey A® Sap 
, tage: us hth wt Ps mrrba ray mIe® VW , s 
r Ny ; 0 : ; pteyar a eat yi) Fs Lay Cab iicae se sy i Ui 
. en 
ae er 
, @ 
} Y & h Oat Le he 
; [ 
/ q a. 
7 WRR Pe a) : 
I 
: 7 a " - 
: ee) ee a 
wy =A ee = 2. : a ( , De, 
j et ok) Sa oe ‘ 
s : i ring: “he wee : ' 7 
hi: | 7. se 828 Sa, i 
SANS ee | ?S 
on a) 7 : m pean ote: oo Aas: tie - 7 


ae, 


Me: y 
ah itl on ee 7 - pat an 


we meee 
we Ae sige 


ay Vane vit ie Fite . i] 
O 


ic eae oy Yi se el 
4 al les . i of 





CoO°oM) MOUNT yo 2S SNVASPAS HOT S PP R°O:.J ECT 


St. Louis, Mo. 
Site Visit Report 


Prepared by: 


Health Policy Analysis Program 

Department of Health Services 

School of Public Health and Community Medicine 
University of Washington 

Seattle, Washington 


Author: 
Aaron Katz 


The author is on the staff of the Health Policy Analysis Program (HPAP) of the University of Washington. 
This report was prepared with input and editorial assistance from Cindy Madden of HPAP and Peter 
House and Amy Hagopian of the Community Health Services Development Program at the University of 
Washington. Reviewers included Ann O’Brien and Vince Germanese of Ernst and Young LLP/St. Louis. 
The author is solely responsible for the selection and interpretation of information in this report. 





0, Ueinanar' 

rage ule yah: sihacsié 

PN hg ee M Ad - 
ie Aa vi sire fake a sr 
. pasty acters taieh ca 
- 


PON i ta 












VY A VY Overview 


Powerful forces are converging to reshape the St. Louis health care market, 
much as the Mississippi and Missouri rivers have shaped the city itself. In 
recent years, these mighty rivers have breached their banks to transform the 
contours of the surrounding countryside. Today, new business initiatives, the 
imperatives of religious cultures, and the nationwide push toward managed 
care and consolidation are threatening to breach the “banks” of the region’s 
reputable, traditional health system. 

St. Louis is a region of sharp contrasts in terms of its people, economy, and 
health system. The market spans the Mississippi River to include parts of 
Missouri and Illinois, a nine-county area with nearly 2.5 million people. The 
Missouri suburban counties are prosperous, while the urban areas—especially 
East St. Louis in Illinois—are depressed and have very high poverty rates. 
The business sector includes the fifth highest number of Fortune 500 cor- 
porate headquarters in the country, but employment is largely generated by 
the 90 percent of firms with fewer than 100 workers. The health system has a 
reputation for providing high-quality care, largely because of its two medical 
schools, Washington University and St. Louis University. The schools’ 
emphasis on training specialists and cutting-edge medical research has 
spawned a system top-heavy with tertiary, high-tech health care and one of 
the highest concentrations of hospital beds in the country. Yet, St. Louis also 
has a reputation as “the syphilis capital of the United States.” 

The market is being driven by three hospital-based delivery systems that 
have divided up the area’s medical schools and children’s hospitals. The 1993 
merger of Barnes, Jewish, and Christian hospitals into the BJC Health System 
“was like an explosion” that shocked other players into action. BJC (which 
also owns Missouri Baptist hospitals) is allied with Washington University 
and St. Louis Children’s Hospital. The SSM Health Care System, a four-state 
Catholic network, includes St. Louis University and Cardinal Glennon 
Hospital for Children. Unity Health Network is also a Catholic system, based 
in the Sisters of Mercy order. About one-quarter of the market is served by 15 
still-independent facilities, including the quasi-public Regional Medical 
Center, whose clientele are mostly low-income people. 

Managed care plans in St. Louis are relatively “unmanaged,” but they are 
feeling pressure to change as employers and government purchase health care 
more aggressively. About 40 percent of all insured residents are covered by 
managed care plans, including 15 percent in HMOs. However, to date, most 
health plans have very large, nonexclusive networks and pay physicians 
discounted fees, not on a capitated basis. Two new employer purchasing 
initiatives—one for large firms and one started by medium-sized firms—have 
obtained significant premium reductions through competitive contracts. The 
state is using competitive bids to implement mandatory Medicaid managed 
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care in St. Louis and has recently moved many public employees from 
indemnity insurance to HMOs. Premium shares paid by public employees 
vary significantly by plan, giving employees a strong incentive to choose 
lower-cost HMOs; this mechanism is expected to further pressure HMOs to 
cut costs and improve service. 

Change is less apparent in the physician community. Many hospitals are in 
the beginning stages of creating physician-hospital organizations (PHOs) or 
purchasing practices. Some health plans, such as Prudential, are also buying 
practices, especially primary care ones. And a few medical groups have 
merged to gain market power. Despite these developments, the medical com- 
munity remains largely unchanged and continues to be unorganized and dom- 
inated by specialists. However, signs of change are on the horizon. As a 
number of observers noted, the pressures evident in many other markets 
for physicians to “sign up, join up, sell out, or be bought” are building in 
St. Louis. 

While the primary market covers nine counties, both health plans and 
providers are stretching their networking efforts across Missouri and into 
other states. Pushed by public employer purchasing, each hospital system has, 
or is seeking, alliances in the 300,000-person market in central Missouri 
(where the state capital is located). The area’s two children’s hospitals already 
draw patients from a 250-mile radius. SSM Health System includes hospitals 
in Illinois, Wisconsin, and South Carolina, and it owns a 49 percent share of 
a Wisconsin-based HMO. Health insurers such as Blue Cross and Blue Shield 
of Missouri, Humana, and Mercy Health Plan are developing networks 
beyond St. Louis to cover the entire state. 

While the transformation of the health system appears very rapid, 
observers noted that most change in St. Louis comes slowly. This resistance is 
attributed to a conservative culture anchored in both the city’s powerful reli- 
gious organizations and a shadow government of large-business CEOs. The 
Catholic archbishop has explicitly sought to enforce the charitable missions 
of Catholic hospitals, a force that some believe has complicated the drive to 
find efficiencies, reduce costs, and forge financially advantageous alliances. 
Many corporate leaders sit on boards of directors of the major hospitals, 
insurers, and charities, creating a complex of overlapping interests in which 
“everyone is afraid to step on anyone’s toes.” The result is, for example, hos- 
pital alliances that are consummated at corporate management levels, but 
that have yet to produce true board mergers, significant clinical integration, 
or major bed reductions. 

Change is occurring despite this resistance. Most interviewees expressed 
the anxieties and fears typical of a turbulent market. They predict that the 
rate of change will move from fast to furious as more consolidations occur 
among hospitals, physicians, and health plans. As one person said, “What 
took seven to ten years in other markets will take three years here.” 


vV A W Community and Health System Background 
Demographics and the Economy 


The St. Louis market consists of nine counties: seven are in Missouri 

(St. Louis City, Franklin, Jefferson, Lincoln, St. Charles, St. Louis, and 
Warren) and two are in Illinois (Madison and St. Claire). The 1995 popu- 
lation, which is 2,453,900, represents a 2 percent increase since 1990 and is 
projected to grow another 3.5 percent by 2000. Based on the 1990 census, 
just less than 13 percent of the population is age 65 and over, which is 
about the same as the proportion nationwide. Within the St. Louis market, 
17.5 percent of the population is African American (1990), 5 percentage 
points higher than the national average. St. Louis City has the region’s 
highest percentage of African Americans, 47 percent (1994). The next largest 
population of color is Hispanics, who make up 1.0 percent of area residents 
(1990). The St. Louis region has a relatively low poverty rate—10.8 percent 
of the population has an income below the federal poverty level, compared 
with the national rate of 13.5 percent. 

The St. Louis economy has been stable and relatively healthy overall. The 
number of jobs has increased by 143,000 in the past 10 years, a 13 percent 
increase. All parts of the region, however, are not enjoying economic health; 
East St. Louis, in particular, is viewed as a depressed area plagued by job loss 
and high rates of unemployment and poverty. For example, the median family 
income in St. Clair County, Illinois, home to East St. Louis, is $31,900, com- 
pared with St. Louis County’s $45,200 (1990), which is nearly 50 percent 
higher; their respective poverty rates are 17.4 percent and 5.6 percent. This 
economic dichotomy is also reflected in the differences between prosperous 
St. Louis County and the less well-off city of St. Louis (a separate county). 

In 1990 the nine-county St. Louis region’s unemployment rate stood at 
5 percent, somewhat lower than state or national figures, but the rate in the 
city was nearly 25 percent. 

The fact that 33 of the nation’s largest companies are headquartered in 
St. Louis heavily influences the regional economy. McDonnell Douglas and 
Anheuser-Busch are two of the area’s largest employers, and their conserv- 
ative fiscal and social policies set a tone for the region. Symbolic of the 
current health system consolidations, the BJC Health System has become the 
second largest employer in St. Louis. Notably, these large firms do not employ 
the bulk of people in the region; job growth is driven primarily by the 
market’s 60,000 small businesses. 


Health System History 


The health.systems of Missouri and the St. Louis region changed little until 
the 1990s. The conservative health care purchasing practices of the many 
corporate home offices buffered the market from increases in managed care 
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that began in other parts of the country in the 1980s. The two medical 
schools, at which 80 percent of the area’s practicing physicians were trained, 
held off the national shift to primary care. Only recently did either have a 
family practice program, a reality reflected by the fact that a number of hos- 
pitals have historically refused privileges to primary care doctors. Religious- 
based, not-for-profit hospitals have dominated the market throughout its 
history, and their strength has staved off entry by for-profit institutions. The 
result is a very stable hospital sector that numbered 37 in 1984 and 38 in 
1995. 

By around 1990, national and state health reform debates and the expec- 
tation of purchaser initiatives began to chip away at the foundation of the St. 
Louis market. Constraints on Medicare spending and anticipation that busi- 
nesses would become aggressive health care buyers led providers and insurers 
to focus on the most visible symptom of cost increases, hospital use rates. 
Lengths of stay for Medicare dropped from 10.0 days per stay in 1984 to 9.6 in 
1990 and 8.5 in 1993. For all patients, stays averaged about 7.5 days until 
they began to drop in 1989; in 1993, the average length of stay was 6.4. 
During this same period, profit and operating margins for St. Louis hospitals 
dropped steadily. 


Health System Changes 
Public Policymakers 


The absence of proactive public policy, more than its presence, has been an 
important factor in the changes taking place in St. Louis. In 1994, state law- 
makers proposed the “Show Me Initiative,” a managed competition reform 
proposal (involving integrated service networks) that would have insured all 
state residents, encouraged managed care, eliminated self-funding, expanded 
primary care, and coordinated public health programs. This effort was fueled 
by the national focus on the Clinton reform plan, an aggressive state 
insurance commissioner who favored community rating, and strong leadership 
from the director of the state health department. The business community 
killed the initiative at the end of the legislative session, but the threat of gov- 
ernment-led reform spurred purchasers, health plans, and providers on to 
greater levels of competitive activity. 

Leadership in local public policy is lacking, according to numerous inter- 
viewees. The political division between St. Louis County and the city of St. 
Louis hampers efforts to cooperate. The city is seen by interviewees as 
impotent because, although its health department director is strong, it has no 
resources. (Both agencies have acquired new directors since the site visit.) 
The county, on the other hand, has resources but weak leadership. The void 
in local leadership has traditionally been filled behind the scenes by Civic 


Progress, a group composed of the heads of the region’s largest businesses. 
Observers noted that little is done without the consent of this group, and it 
has not yet provided direct leadership in health policy. 

Interviewees identified the Missouri Department of Health as the one 
active leader in public policy. In addition to having been the point agency for 
the Show Me Initiative, the department is attempting to bring public 
interests into the managed care arena. It is working on analyses to show 
health plans how public health problems—especially hepatitis A, syphilis, 
and rabies—affect their costs and profits. In addition, it successfully inserted a 
provision in the Medicaid managed care contracts to encourage hospitals and 
HMOs to use secondary data to identify the health problems of the commu- 
nities they serve. The health department is also working with the Missouri 
Hospital Association to develop a program that will publish data on hospitals’ 
community benefits activities (e.g., charity care and free community services). 


Purchasers 


Largely passive until 1993, both public and private purchasers of health care 
are now pushing the St. Louis health care delivery system toward more, and 
more aggressive, managed care. 


Employers and Employer Coalitions 

St. Louis’s purchaser community did not historically exert its strength in the 
health care market. Some large firms with paternalistic employee benefits 
policies have simply not wanted to force their employees into restrictive 
managed care plans. Other companies, with headquarters in St. Louis but pro- 
duction facilities elsewhere, have tended to focus new purchasing strategies 
on the latter locales. As some observers said, the executives did not want to 
limit their own choices for care. This conservative approach to purchasing 
permeated the behaviors of health providers and plans because many business 
leaders served on their boards. According to a 1994 study by St. Louis 
University, representatives of every one of the region’s largest 58 companies 
were directors of at least one health care organization. In many cases, indi- 
vidual firms were represented on more than five boards, including those of 
hospitals and insurance companies. 

Small employers have also been relatively passive. Most small companies 
can offer only one health plan to their workers. Although these employers 
complained bitterly about annual premium increases of 25 to 30 percent in 
the 1980s, their rates have stabilized in recent years. No longer squeezed by 
escalating rates, small businesses just want health insurance “out of their 
faces.” 

Although employers have been using traditional purchasing strategies, they 
have not been dormant in health care. In 1982 the large companies behind 
Civic Progress started the St. Louis Business Health Coalition (BHC)—one 
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of the nation’s first such groups—in response to sharp increases in the cost of 
health benefits. The coalition, which has 40 members, specifically excludes 
enterprises in the health industry (such as insurers and hospitals) and is gov- 
erned by corporate benefits executives. Its mission has been to foster value- 
driven competition by developing and disseminating information about the 
health care industry. BHC studied the use of hospital data to assess perfor- 
mance for four years. Using financial data from Medicare cost reports, it pub- 
lished its first report in 1987. The coalition’s 1995 report presents a wide 
range of information and trends concerning St. Louis area hospital financial 
performance and service use rates. The coalition has also been an active par- 
ticipant in state-level discussions about health policy and, according to a 
number of interviewees, was responsible for defeating the 1994 state health 
system reform proposal. 

The business community’s conservative approach to health care purchasing 
began to change in 1992, when 45 medium-sized companies formed the 
Quality Healthcare Buyers Coalition to purchase health insurance collec- 
tively. The coalition was created under the auspices of AAIM Management 
Association, which provides management support to 900 large and small 
companies (half manufacturing and half service organizations). Its purchasing 
strategy has been relatively low-key: the buyers coalition has used a preferred 
provider organization (PPO) through Blue Cross and Blue Shield, which 
aggressively manages care only for the sickest 3 to 5 percent of enrollees. The 
coalition claims it has attained savings of 7 to 8 percent for its member firms. 
Beginning in 1996, the coalition is replacing the Blue Cross and Blue Shield 
PPO with a direct contracting managed care contract with the Mercy Health 
Plan. 

Large employers made their move with the formation of the Gateway 
Purchasing Association in October 1994. Gateway was created by 21 of the 
largest St. Louis employers (membership is 26), who sought influence in the 
market akin to what they saw employers accomplish in Minneapolis and San 
Francisco. Members considered direct contracting with providers as a vehicle 
for forcing greater value and efficiency, but they found that providers were too 
disorganized to offer the full range of services. Instead, Gateway chose to issue 
a request for proposals (RFP) from managed care plans. The member com- 
panies (23 of which already offered HMO coverage to employees) agreed to 
buy health benefits only through this RFP process, which would control cov- 
erage for 280,000 lives, or 10 percent of the St. Louis market. Gateway does 
not currently include small employers in its membership but plans to share 
information with AAIM’s buyers coalition. 

Eight managed care plans submitted price quotes for a model benefits plan 
(tiered by number of dependents) and for a set of 50 plan modifications 
designed by Gateway. The plans also agreed to perform some common activ- 
ities, including reporting plan-specific performance data and having a third 


party conduct member satisfaction surveys. Plans could lose up to 2 percent of 
their premium income (0.1 percent for each of 20 performance items) if they 
fail to report the performance data, which will be given to employees in the 
form of spreadsheet comparisons. According to early estimates, the first round 
of the bidding process generated quotes that were 12 percent lower (weighted 
average) than the premiums the same plans had charged the same employers 
a year before. 

Public employers have also coalesced into an aggressive purchasing group. 
The Missouri Consolidated Health Care Plan was formed in 1993. The plan 
covers all state employees and is available to other public employers within 
the state. In just 18 months, more than 60,000 state and 10 to 15,000 local 
government workers have been shifted from long entrenched indemnity cov- 
erage into HMOs. By summer 1995, nearly 75 percent were enrolled in 
managed care plans. This rapid shift is due to two factors: (1) Missouri state 
employees are not unionized, so their benefits could be changed unilaterally; 
and (2) the employee’s premium share varies by as much as $90 per month 
from lowest to highest cost plan, a strong incentive to choose HMOs with 
low premiums. 


State and Local Government as Purchasers for Low-Income People 
The state Medicaid program is rapidly moving most recipients in the St. Louis 
area into managed care, sending tremors through the health system. This 
pilot program was intended to implement managed care and expand coverage 
to children and adults with incomes at or below 200 percent of the federal 
poverty level on a statewide basis. The proposal, for which a Medicaid 1115 
waiver has been requested, was whittled down, according to some observers, 
because of state budget pressures and the expected federal block granting of 
Medicaid. The waiver request will now expand coverage only for children; 
expansions for adults are a future possibility. A separate 1915(b) Medicaid 
waiver has been requested to implement mandatory managed care starting in 
a five-county area around St. Louis. 

The Medicaid benefits package in the 1915(b) program includes a carve- 
out for public health services that is unique in the nation. Enrollees can go to 
their HMO or to any local health department to receive tuberculosis and 
HIV screening and diagnosis (not treatment), screening and treatment for 
sexually transmitted diseases, environmental lead assessment, and immuniza- 
tions. If a health department provides services, it can bill the relevant health 
plan at Medicaid reimbursement rates. The state Department of Health, 
which negotiated this contract provision, considers it a transitional approach 
while Medicaid enrollees adjust their care-seeking behavior under managed 
care. 

About 150,000 Medicaid-eligible people began receiving service in 
September 1995 through one of seven HMOs whose bids were accepted (two 
bids were rejected). Individuals were able to choose their plan beginning in 


St. Louis A 7 








8 A St. Louis 


July; those who failed to choose were “auto-assigned,” with more of such 
enrollment going to the lowest bidders. Missouri contracted with a West 
Virginia firm, First Health, to implement the enrollment process. 

Interviewees raised serious concerns about the entire process. Some ques- 
tioned the state’s estimate of the number of Medicaid enrollees in the region. 
Others doubted First Health’s understanding of, and sensitivity to, Medicaid 
and low-income families, as well as that of some health plans and providers. 
Still others expressed fear that the new contractors would draw resources 
away from current safety net providers, threatening their existence. The 
prospect of a new 150,000-person market “brought the worst out in 
everyone,” according to one insurance representative. In fact, many reported 
that only one of the HMOs actually had a real provider network to accom- 
modate the new enrollees; in the race for Medicaid dollars, the plans had 
letters of intent from providers but no contracts in place. 


Insurers and Health Plans 


Competition among health plans is growing as public and private purchasers 
get more active, and new entrants and provider-sponsored plans take on the 
“old boys.” Some plans are attempting to buy market share and power. United 
Healthcare, a national, publicly traded HMO company, became the largest 
managed care player when it purchased GenCare in 1995. Combined with 
United’s Physicians Health Plan, the new organization boasts nearly 500,000 
enrollees in the St. Louis market. Blue Cross and Blue Shield, whose 400,000 
insureds include 77,000 HMO enrollees, is buying HealthLink, a PPO with 
490,000 covered lives. 

Other plans are focusing on shoring up their primary care networks. Taking 
the acquisition route, Prudential has purchased a reputable, independent 
medical group to anchor a new group model HMO. Prudential plans to add 
19 physicians next year and up to 100 by 1999 in order to add to PruCare 
HMO’s 120,000 St. Louis area enrollees (most of whom are in the market’s 
first point-of-service product).' Group Health Plan, a 15-year-old for-profit 
staff model HMO, has been hampered by a reputation for poor-quality care. 
To overcome this handicap, Group Health recruited the CEO of Physicians 
Health Plan and a new medical director to focus on improving the quality of 
its primary care physicians. Strategies include strong peer review processes, 
aggressive development of clinical guidelines, and individual physician pro- 
filing. 





‘A POS plan is a health plan with a network of providers whose services are available to 
enrollees at a lower cost than the services of non-network providers. POS enrollees must receive 
authorization from a primary care physician to use network services. POS plans typically do not 
pay for out-of-network referrals for primary care services. 


New managed care plans have not yet affected existing insurers, but they 
have been noticed. Humana entered the market as one of the lowest bidders 
for Medicaid enrollment in St. Louis and may attain very high enrollment 
due to the auto-assignment provisions that favor lower cost plans. Some 
observers think Humana’s bid—$110 per enrollee per month compared with 
$130 to $160 for established plans—is a ploy to develop a statewide presence, 
after which it will drop Medicaid for more lucrative markets. Humana has 
signed up very few providers, although it has contracts with most health 
departments. Community health centers formed an HMO, the Alliance for 
Community Health (Alliance), with Deaconess Hospital as the major inpa- 
tient and financial partner, and St. Louis University. The clinics created the 
plan to try to keep their Medicaid (i-e., paying) patient base; the fact that 
Alliance was the second highest bid may undermine this objective. Grace 
Hill Neighborhood Health Center was the one clinic that did not join 
Alliance but went with BJC Health System’s Partners HMO, one of two 
managed care plans created by hospital systems in the past year (the other is 
Mercy Health Plan, formed by the Unity Health Network. 

The heightened competition is spurring health plans to focus on quality 
and improved service as well as price. Group Health Plan has instituted 
member surveys in addition to its physician profiling and hopes to produce 
auditable HEDIS (Health Plan Employer Data and Information Set) report 
cards by spring of 1996. GenCare/Physicians Health Plan have provisional 
accreditation by the National Council for Quality Assurance. These United 
Healthcare plans are also taking some innovative steps to better manage 
resources in anticipation of a resource-constrained environment. For example, 
they are purchasing telephones for people without phones who need care at 
home after a hospital discharge; although telephones are not covered by most 
benefit plans, management decided it was cheaper to pay for telephone 
service than for hospital readmissions due to problems that could be addressed 
through a phone call. 

At this time, most of the larger health plans have decided not to seek 
exclusive relationships with hospital networks. In fact, some insurer represen- 
tatives explicitly said that they are working to avoid exclusivity, for fear “it 
would polarize the market.” Physicians also expressed concern over the 
potential power of restrictive hospital-health plan contracts. Many inter- 
viewees noted that choice of provider is still of paramount importance to con- 
sumers and employers, which would discourage exclusivity in the near future. 


Providers 


Hospitals 
By any measure, the hospital community of St. Louis was ripe for change. 
The area’s 38 inpatient facilities contain nearly 11,000 beds, 40 to 50 percent 
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too many, in the eyes of many observers. One insider put it this way: “Even if 
we had use rates twice as high as California, we would need a population of 
11 million to support the current number of beds.” A 1995 study by KPMG 
Peat Marwick LLP found that hospital costs in St. Louis are nearly 10 percent 
higher than the national average. Health plans and purchasers see the excess 
hospital capacity as a target for wringing large savings out of the system. 
Hospitals see the excess as a threat, recognizing that if beds must be elimi- 
nated, there will be winners and losers among the hospitals. 

In recent years, hospitals have reacted to this threat at breakneck speed— 
by getting bigger in order to be a winner, not a loser. In the past two years, 
three networks that now control more than three-quarters of the market were 
formed (BJC, 30 percent; Unity, 27 percent; and SSM, 20 percent). BJC, 
Unity, and SSM are now clearly identified players in the market because of 
sheer size—each involves hospitals in multiple states, more than 2,000 beds, 
and $800 million in annual revenues. However, it may take years for consoli- 
dation to influence the structures and processes of clinical service delivery. 
Whether such integration actually occurs depends largely on whether the 
diverse organizational cultures and religious orders involved come to mutually 
agreeable terms. 

The challenge of cultural consolidation is most evident in BJC. Led by 
influential board members, Barnes and Jewish hospitals decided to merge in 
1992 to capture the market served by non-Catholic providers and to preempt 
any encroachment by Catholic systems.’ The merged organization then 
recruited the administrator of Christian Hospital to be its CEO, consolidated 
the assets of the three entities, and formed a systemwide governing board. 
However, this high-level marriage has not yet broken down the walls built on 
the traditions of the four religious groups that founded the hospitals. These 
original hospital groups (representing nine facilities) have retained their own 
governing boards, each of which continues to show a high degree of com- 
mitment to its own religious community and institutional scope of service. 
The boards do not even view the marriage in the same way; according to one 
informant, Barnes directors see it as a merger, while Jewish directors see it as 
an affiliation. 

The Catholic-based hospitals reacted by seeking partners for the 
impending competition with BJC, consolidating into two separate networks 
within six months of the BJC merger. Mercy Health System combined with 
two other strong Catholic hospital groups and an Episcopalian system to form 
the seven-hospital Unity Health Network. The Sisters of St. Mary further 





Interviewees characterized the St. Louis market as Catholic dominated. Four of the nation’s 10 
largest Catholic systems—Mercy, Carondelet, St. Joseph, and Sisters of St. Mary—are active 
there. 


tightened its hospital network, SSM Health Care System, by combining some 
management functions and adding at least one hospital. Like BJC, Mercy and 
SSM face a significant challenge in the effort to consolidate strong organiza- 
tional cultures; for example, the archbishop gave SSM responsibility for man- 
aging Cardinal Glennon Hospital for Children, but the hospital’s board 
remains fiercely independent. In addition, SSM and Unity are under consid- 
erable external pressure to join forces as the “Catholic network,” but their 
leaders do not agree that such an alliance is needed nor that their respective 
missions are even compatible. 

The major networks have developed plans—now in early stages of imple- 
mentation—to reduce service duplication, downsize capacity, and otherwise 
reduce costs. Unity is pushing the substitution of ambulatory for inpatient 
care (in part through a possible merger with Visiting Nurse Association), new 
management and clinical information systems to reduce paperwork, and 
aggressive development of clinical pathways. Unity has also consolidated the 
management of some, but not all, of its facilities. SSM has consolidated man- 
agement at two hospitals; however, much of its drive toward greater efficiency 
centers around patient-focused care, in which services are clustered around 
patients instead of moving patients from one discrete service unit to another. 
This model is expected to result in the creation of centers of excellence 
(e.g., lab, x-ray), as well as a need for fewer staff because clinicians will be 
cross-trained and department managers will be eliminated. SSM also plans to 
consolidate services across its facilities. BJC’s goal is to cut $200 million in 
fixed costs out of its $1.5 billion revenue stream by eliminating 2,400 jobs (to 
date, 500 have been cut), consolidating its six open heart programs as well as 
women’s and children’s services, and closing as many as 800 beds and at least 
one hospital. 

All St. Louis hospitals are seeking to control patient bases and resources. 
Most are attempting to strengthen ties to physicians. For example, Unity is 
organizing physician-hospital organizations, employs 45 primary physicians in 
St. Louis, and is a minority investor in a multi-site primary care group 
practice. Deaconess Health Systems has helped a number of primary care 
groups form the 100-physician St. Louis Medical Group. The major networks 
are also trying to extend their geographic reach by shoring up their geo- 
graphic “holes” in the St. Louis region (each is weak in one of the four geo- 
graphic quadrants) and by broadening their scope of services (e.g., more home 
health and ambulatory care). 

Finally, hospitals are developing the ability to assume and manage financial 
risk by owning managed care plans. BJC is seeking to expand its 70,000- 
member HMO, Partners, through the Medicaid managed care program; 
Unity’s Mercy Health Plan is also a Medicaid contractor and has expanded 
into central and western Missouri; SSM is studying whether and how to use 
its 49 percent share of a Wisconsin HMO to enter the St. Louis managed care 
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market; and Regional Medical Center is a minority owner of Health Care 
USA’s Medicaid HMO. 

Despite the frenzy of consolidation, 25 percent of the hospital market 
remains in 15 independent facilities, a situation some interviewees say leaves 
room for new players. For example, Columbia/HCA is rumored to be inter- 
ested in acquiring the 650-bed Deaconess hospital system and has expressed 
interest in an equity partnership with St. Louis University Hospital. And a 
for-profit group from Texas has helped some local osteopathic physicians 
obtain a certificate of need to re-open a 90-bed hospital. 


Academic Medical Centers 

Of the two universities, only St. Louis University operates its own hospital, 
but the policies of both institutions are universally seen as important drivers 
of the system. Washington University is one of the top-ranked medical 
schools for specialty training and research: “Wash U is a good place to go 
with a mystery disease,” said one interviewee. Until St. Louis University 
recently started a program, neither school trained family practitioners, a fact 
reflected in the dominance of specialists in the St. Louis market. 

The high prestige and long-held philosophies of the medical schools act as 
both strengths and weaknesses in the new market. The medical schools have 
competed fiercely for many years. It is not surprising, then, that Washington 
and St. Louis universities have chosen exclusive partners as the delivery 
system has consolidated. BJC and SSM, respectively, highly value academic 
training programs for their prestige and the care provided by trainees. 
However, representatives of these systems have expressed frustration that the 
medical schools are slow to adjust to the rapidly changing market, which 
demands increasingly greater emphasis on primary care and efficient delivery 
of medical services. 

In an effort to succeed as a service provider, St. Louis University Hospital 
has implemented several new strategies. In two years, it has merged 13 
medical departments into one group—a feat unheard of at most academic 
medical centers—and it has dropped 20 to 30 clinical faculty. Managers hope 
to merge the physicians and the hospital into a separate organization as the 
next step in becoming more competitive. Externally, the university is devel- 
oping a physician network and trying to cut operating costs in order to be 
attractive to potential partners. 


Physicians 

The consolidation of the hospital industry and more aggressive tactics among 
health plans have instilled much fear and anxiety in physicians. This fear has 
led some physicians to sell their practices, and others to join physician-hos- 
pital organizations. Interviewees have mixed opinions as to whether these 
sales would be advantageous or whether the physicians were simply “trading 
one set of problems for another” (hazards of independent practice in a com- 
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petitive market versus loss of control to large health care bureaucracies). 

Concern over market power prompted a few physician groups to consol- 
idate—all in 1995. The most-watched consolidation is the merger of Health 
Key and Beacon Health Care. With 65 primary care physicians, it has become 
one of the largest medical groups in the market not owned by a hospital or 
HMO. The new Synergy Health Care Management has plans to affiliate or 
add more practices in St. Louis and East St. Louis. Seven obstetrician- 
gynecologist groups combined into the 30-doctor Generations Health Care, 
and two cardiology practices formed the St. Louis Metro Heart Group of 
12 physicians. These consolidations are designed to attain administrative eff- 
ciencies and strengthen negotiating positions for managed care contracts. 
However, many people questioned their longevity in the face of the much 
greater financial resources of hospital networks and health plans. 

As of yet, the heightened competition in St. Louis has neither shifted 
power among physicians nor changed their clinical decision making. Major 
networks and plans have begun economic profiling of doctors, which has 
helped to make physicians more cognizant of utilization issues. However, most 
interviewees do not think medical care has become more efficient, since most 
physicians are still paid on a fee-for-service basis. Physician capitation is still 
rare in this market and the traditional power of specialists has not yet been 
threatened. Indeed, some observers doubt it ever will be. 


Safety Net Providers 

The safety net for the vulnerable residents of St. Louis is, according to most 
interviewees, frayed or nonexistent. The central thread in this tattered net is 
St. Louis Regional Medical Center. Regional was created in 1986 when the 
public hospitals owned by St. Louis City and St. Louis County were merged 
into a not-for-profit institution. Regional is now known as the “Medicaid hos- 
pital” and serves most of the area’s working poor. In addition, the institution 
is a primary resource for St. Louis’s African American community; about 80 
percent of its patients and 80 percent of its employees are African American. 

Until 1993, the two local governments provided $15 to $35 million 
annually to cover operating losses, subsidies that have now been replaced by 
federal disproportionate share hospital funds. In 1995, this financing was cut 
by one-third, endangering Regional’s existence. To make matters worse, the 
Medicaid managed care initiative threatens to erode Regional’s paying patient 
base, which many fear will be its death knell. To fight back, the medical 
center purchased a 30 percent share of Health Care USA’s Medicaid managed 
care plan and agreed to participate in two other contractor networks. 

The community health centers are also in a tenuous position. Medicaid 
managed care threatens their patient base and, like Regional, they started an 
HMO to stave off an exodus of these insured clients. They are banking on the 
loyalty of patients and the location of clinics where their patients live to 
overcome the lower cost of other health plans. One clinic, Grace Hill 
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(described as the “middle class” health center), broke ranks and joined with 
BJC to bid on Medicaid. 

A new, and potentially positive, development is the overtures some com- 
munity health centers are receiving from hospitals. As in other markets, such 
as Boston, hospitals now view relationships with clinics as a way to expand 
their primary care base. Family Health Center is a prime example of this phe- 
nomenon. Family, which has 10 primary care physicians serving 5 sites, is now 
developing clinics at some area hospitals at their request. When such a pro- 
posal was made by the clinic five years ago, “they laughed at us.” 

As in the hospital arena, the Catholic church is playing a leading role in 
community health services for underserved populations. The archbishop of 
St. Louis charged a Commission on Community Health to assess community 
needs and take a holistic approach in addressing the needs of those who are 
sick and at risk. Among the initiatives this charge has spawned is the 
Neighborhood Lay Health Worker Program of Catholic Community Services. 
The program trains local residents to find at-risk individuals and help them 
gain access to health services. This includes helping them navigate the 
Medicaid managed care process. The three major hospital systems are all 
using this program to enhance their outreach capability in many lower- 
income neighborhoods. 


Consumers 


By most accounts, residents of the St. Louis region have felt few effects of 
market changes. Employees still have fairly wide choices of providers despite 
the increase in managed care penetration, since insurers are maintaining large 
provider networks (e.g., there is 70 to 80 percent overlap between Blue Cross 
and GenCare/PHP physicians). Efforts by providers and health plans to 
improve quality or change service delivery have not yet come to fruition. 

Still, effects are making themselves felt or are just on the horizon. Changes 
in a few health services have already occurred, most notably the advent of so- 
called “24-hour” deliveries, in which new mothers and infants are discharged 
24 hours after delivery, and the shift of some surgeries from an inpatient to an 
outpatient setting. To some observers, Medicaid managed care is expanding 
choice for the 150,000 recipients in the St. Louis area who previously used 
only the community clinics and Regional Medical Center. On the other 
hand, consumer advocates expressed concern that many vulnerable people 
will have trouble getting care in the complicated world of managed care, and 
they questioned the competence of the HMOs and their providers to serve 
low-income people and those whose language and cultures are foreign to staff. 
Some interviewees predicted that more people would soon be uninsured (the 
current state uninsurance rate is 13 percent) as more employers hire part-time 
workers or use contractors. 


Vv A VY Future Developments 


The future of the St. Louis health system is difficult to ascertain amid the 
flurry of consolidations and managed care expansions. Some interviewees 
expect the mergers to continue, resulting in two or three well-established hos- 
pital-based regional networks and three or four major health plans. No 
agreement exists as to whether exclusive arrangements between plans and 
networks will evolve; some suggested that alliances will form between BJC 
and United Healthcare, and SSM, Unity, and Blue Cross. Other observers 
suggest that the natural endpoint of the competition is direct contracting 
between provider networks and employers as the networks develop the ability 
to manage financial risk. The success of the new business coalitions is seen as 
a key to how things will fall. 

For many interviewees, however, the future is simply a list of unknowns. 
Will cuts to Medicare and Medicaid result in an orderly downsizing of the 
hospital community or rip the current hospital alliances apart? Will the 
Health Key-Beacon merger mark the beginning of new physician influence in 
the market, or will its failure symbolize the permanent demise of the power of 
medicine? Is it possible in St. Louis for anything to shift economic power 
from specialists to primary care physicians? Will the many efforts to develop 
performance indicators and report cards empower consumers and improve 
quality? 

Few people in the St. Louis health care community agree on answers to 
these questions. At most, they agree that “the next 12 months will set the 
stage for the next 5 years.” 
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Vv A VY Overview 


San Diego is a self-contained, increasingly ethnically diverse metropolitan 
area with 2.6 million people. San Diego’s economy is moving away from 
dependence on the military and military-related industry and toward high- 
tech activities and industries. 

There is almost no way for health maintenance organizations (HMOs) 
new to San Diego to enter the San Diego market other than through merger 
or acquisition of an existing plan. HMO plan penetration is already about 50 
percent of all insured enrollees, and half a dozen large HMOs control the cap- 
itated market. Because existing HMOs have operated for years, they benefit 
from name brand recognition and economies of scale. As a result, they are in 
a much better position to capture new HMO enrollees from indemnity 
insurance or from other HMO plans than are new HMOs. 

The state legislature is unlikely to significantly change laws that were 
created in the old indemnity insurance system. Although legislation will 
move many Medi-Cal (California’s Medicaid) enrollees into managed care, its 
impact will be felt in the future. 

Purchaser and HMO negotiations outside San Diego have affected the 
San Diego health system. Over the past three years, assertive statewide pur- 
chasers negotiated with statewide HMOs to reduce premiums and led many 
local employers to expect that their premiums would decline as well. 
Meanwhile, over the past three years, HMOs have competed aggressively for 
market share, growing either through merger and acquisitions or through 
price-based competition. As a result, San Diego commercial insurance pre- 
miums declined from 1993 to 1995. 

HMOs are divided into Kaiser and non-Kaiser health plans. Kaiser, an 
integrated health plan and delivery system, currently serves about 35 percent 
of San Diego’s HMO enrollees and 14 percent of the San Diego population. 
After controlling a large percentage of San Diego’s HMO market for decades, 
Kaiser’s market share and power declined in the early 1990s because it failed 
to actively pursue rapid growth and had higher cost and rates than its com- 
petitors. Most other HMOs are distinctly separate from delivery systems. 
Seven non-Kaiser HMOs, including some smaller ones, now control nearly all 
of the non-Kaiser HMO market. They compete with Kaiser on the basis of 
price and network, with one another on the basis of price, and with preferred 
provider organizations (PPOs) on the basis of price and point of service 
(POS) plans.’ Most non-Kaiser HMO plans are similar in price and network. 
Their quality of care is currently unknown. 





‘A POS plan is a health plan with a network of providers whose services are available to 
enrollees at a lower cost than the services of non-network providers. POS enrollees must receive 
authorization from a primary care physician to use network services. POS plans typically do not 
pay for out-of-network referrals for primary care services. 
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Statewide non-Kaiser HMOs dominate the San Diego market, despite sub- 
stantial local delivery system consolidation.’ These statewide organizations 
can pass premium decreases to the San Diego non-Kaiser delivery systems and 
force them to cut costs because HMOs exploit large excess hospital and spe- 
cialist capacity, account for a large part of the three non-Kaiser delivery 
system business, and, as statewide or national organizations, have greater 
financial resources and less at stake financially than the local San Diego 
delivery systems. Non-Kaiser HMOs force Kaiser to act like other delivery 
systems. 

The San Diego health care delivery system is consolidated and very com- 
petitive. The four main delivery systems account for about 85 percent of capi- 
tated enrollment and more than 70 percent of discharges. Health plan market 
power is leading to consolidation of the delivery system. The health systems 
have used mergers and acquisitions and increased HMO enrollee market share 
to counter new health plan market power. Kaiser and Sharp Healthcare, the 
largest San Diego delivery systems, have made the greatest progress in inte- 
grating hospital and physician operations. 

The economic power of the insurance industry in San Diego, which led to 
stagnant or declining capitation rates, has forced delivery systems to decrease 
hospital use, reduce payment to specialists, contain primary care physician 
(PCP) salaries, engage in more secondary prevention activities, and integrate 
clinical health care delivery. Sharp and Kaiser have done the most to change 
their delivery system operations. Insurers are straining delivery system 
finances, forcing Sharp and the University of California at San Diego 
(UCSD) to seek capital partners or part owners. Delivery system nonprofit 
(or, in the case of Kaiser Permanente, large and democratic) boards may slow 
delivery system responses to actions by mostly for-profit health plans. 

No one knows if quality of care for insured and uninsured consumers has 
changed in the past several years because quality of care is not measured and 
reported. Funding for the uninsured has become increasingly inadequate and 
unpredictable. There are significant threats to funding sources for community 
clinics, including anti-illegal immigrant legislation. 





*After this report was written, two major changes took place in the San Diego market. Sharp 
HealthCare merged its four hospitals with one owned by Columbia/HCA, and Scripps Clinic 
Medical Group severed its relationship with Scripps Hospitals. Neither change was a surprise. 
We did not have time to incorporate information about these developments into the text, other 
than to mention that they had occurred. 


Vv A VW Community and Health System Background 


Demographics and the Economy 


San Diego’s population grew rapidly from World War II through the 1950s 
and then grew by 3 or 4 percent per year during the past 30 years until it 
reached its current level of 2,600,000. In the 1980s, much growth was related 
to employment-related immigration. Population growth has slowed consid- 
erably in recent years. Ethnic diversity has increased over time. The per- 
centage of non-Hispanic whites dropped from more than 90 percent in 1950 
to about 65 percent in 1990 and is expected to drop to 50 percent in 2015. 
The Latino (Hispanic) population comprises 20 percent of the population 
and is expected to comprise 30 percent by 2015. Asians and other popula- 
tions comprise about 8 percent of the population, and African Americans 
comprise about 6 percent. Approximately 10 percent of the population is 
undocumented. 

San Diego’s economy is moving away from dependence on military-related 
activities and toward greater reliance on high-tech industries. In the past, 
employment varied with the changes in defense procurement contracts and 
military installation expenditures, which decreased significantly in the past 
five years. From 1990 to 1993, San Diego experienced its worst recession 
since the 1930s. Several corporate headquarters also closed, which hurt the 
area’s employment.’ Since the mid-1970s, real per capita income has stag- 
nated, and lower-paying service sector jobs have accounted for much 
employment growth. There is a substantial gap in income and education 
between the top and bottom third of the population. 


Health System History 


San Diego’s 50 percent HMO market penetration among the insured popu- 
lation (including Medicare and Medicaid recipients) is attributable in part 

to its long history with Kaiser. Kaiser had a commanding presence in the 

San Diego market until the rapid growth of for-profit HMOs in the mid- 
1980s. Beginning in the 1990s, market power shifted to the major non-Kaiser 
HMOs. High premiums and cautious expansion plans led to stagnant Kaiser 
enrollment. Currently, a few large, for-profit insurer/health plans dominate 
the market. 





3San Diego Association of Governments. “A Look at San Diego’s Future.” INFO, 
January/February 1994. 
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Over the past 15 years, Sharp and Scripps health systems acquired addi- 
tional hospitals and competed against each other. In 1985, Sharp acquired the 
Rees-Stealy medical group, which was a pioneer in accepting capitated 
payment for enrollees. Sharp has continued to build its physician organiza- 
tions. Scripps has a well-known reputation for quality medical care and 
research and has traditionally attracted more affluent enrollees. It recently 
merged with Scripps Clinic. As San Diego’s only teaching hospital, UCSD 
has traditionally served a large share of the uninsured and Medi-Cal popula- 
tions, especially when compared with its competitors. 


Health System Changes 
Public Policymakers 


With the exception of two legislative initiatives, California’s legislation and 
regulation have changed little in the past three years. In 1991, recession in 
California created a state budget deficit that spurred the California Public 
Employees Retirement System (CalPERS), a California state and local gov- 
ernment retirement system and health care purchaser, to take action to 
reverse premium growth. State legislation dropped a statutory premium con- 
tribution formula that had eliminated premium contributions by most of 
CalPERS enrollees. Because collective bargaining agreements, not statutes, 
determined enrollee contributions, the state negotiated contract language to 
make enrollees more conscious about the cost of health plan premiums. 

Responding to market developments and continued state government 
deficits, 1993 legislation accelerated the movement of Medi-Cal enrollees 
into HMO plans. Most of the state’s large and medium-sized counties had to 
choose between a county organized health system and a two-plan model (one 
commercial plan and one plan that favors existing safety net providers) to 
organize their Medi-Cal enrollees. Sacramento adopted a third model, geo- 
graphic managed care, through which HMOs and local health plans contract 
directly with the state, and the county oversees quality of care. San Diego’s 
model is most similar to that of Sacramento. The long-term effects of this leg- 
islation will be felt in the future. 

After two years of operation, the state-sponsored Health Insurance Plan of 
California (HIPC), a California-wide small group purchasing organization, 
still has fewer than 100,000 enrollees, a very small percentage of which came 
from companies with no prior health insurance. 

California health laws do not facilitate health system change. For example, 
California bans the corporate practice of medicine (employing physicians) 
and restricts full-risk contracting by physician groups. These laws have little 


effect, but they encourage multiple layers of legal and administrative costs. 
California health care laws also lack administrative unity. Different state 
agencies administer Medi-Cal, the HIPC, indemnity insurers, and HMOs. 

Funding for the underserved populations in California and San Diego is at 
significant risk. There are numerous anecdotes of postponed care having led 
to medical complications, and uninsured populations receiving second-class 
care. Funding is unpredictable and fluctuates partly as a result of arcane 
funding formulae and changes in political agendas. Providers that serve the 
most uninsured people do not receive sufficient funds. State legislative and 
regulatory changes have primarily had a negative effect on the uninsured. 
Over the past 13 years, the state has brought down payments for the indigent. 
Its Medically Indigent Adults program transferred responsibility to the 
counties without a corresponding transfer of revenue-raising authority, 
reducing access to care for the uninsured. Moreover, anti-illegal immigrant 
legislation poses a serious threat to funding, particularly for community health 
centers. 

As state funding is cut, city and county budgets designed to support 
indigent care and public health activities have also decreased. One informant 
observed that funding cuts occurred in conjunction with prison expenditure 
increases. For two decades, the San Diego health department has provided 
very little direct care and is reducing its role in the future. 

HMO capitation rates set by the Health Care Financing Administration 
(HCFA) have spurred the development of Medicare HMOs in San Diego. 
Even before the recent increase in Medicare HMO capitation rates, HCFA 
was paying higher rates than most other purchasers in the state. 


Purchasers 


In the past two years, California employers benefited from premium reduc- 
tions that statewide purchasing coalitions negotiated with HMOs for their 
enrollees. These negotiations affected expectations about premiums; 
employers began to expect no change or premium decreases. Employers also 
benefited from strong price competition by HMO plans striving to increase 
their market size and share. 


Employers and Employer Coalitions 

Managed care is an important part of San Diego health care. Large San Diego 
employers have offered Kaiser health plan as an option for decades, which has 
helped other employers and enrollees become familiar with HMOs and has 
facilitated their move to managed care. After 1983, many employers began to 


offer PPO and additional HMO plans. Currently, about two-thirds of 
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enrollees in employer-based plans are HMO members; most of the others are 
divided between PPO and indemnity insurance plans.‘ 

San Diego employer-based health plan premiums grew rapidly in the late 
1980s and early 1990s. In 1993, premium increases slowed substantially, and 
by 1994/1995 most premiums remained unchanged or decreased. As a result 
of strong competition for employer business, health plan premiums offered to 
employers have tended to converge. 

San Diego employers that offer health insurance to employees provide at 
least one HMO plan, and virtually all of them offer a PPO plan. Increasingly, 
employers are offering a POS plan, a PPO with a gatekeeper, or an HMO 
with some out-of-HMO service coverage. PPO and POS plans generally cost 
more than HMOs, but the plan designs make premium comparisons difficult. 
For larger employers, some HMOs adjust premiums to account for enrollee 
age and gender. Employers are shifting some costs to employees through 
enrollee copayments for HMO services, employee premium contributions that 
vary with the plan’s premium, and additional deductibles and copayments for 
non-HMO plans. Retiree coverage appears to be the exception, not the rule. 
Multi-year insurance contracts with fixed future rates are rare. 

San Diego employer purchasers are primarily small to medium in size and 
not well organized as a purchasing force. Large employers have decreased in 
size and purchasing power. 

San Diego employers have not formed health care purchasing coalitions, 
but statewide purchasing coalitions have negotiated highly publicized 
premium reductions for their members. This has helped San Diego employers 
obtain lower premium increases or premium reductions. Statewide purchasing 
coalitions include CalPERS, the Pacific Business Group on Health (PBGH), 
and the Health Insurance Plan of California (HIPC). 

Beginning in 1992, CalPERS moved from a passive purchasing agent on 
behalf of 600 state and local government employers to a leadership role in 
bargaining with health plans, negotiating HMO rate increases of 6.9 percent 
in 1992/1993, -0.4 percent in 1993/1994, -1.1 percent in 1994/1995, and 
—5.2 percent in 1995/1996. CalPERS used the $1.5 billion in premiums that 
it pays out for 1,000,000 enrollees, including 800,000 HMO enrollees, as a 
lever in negotiations. 

In 1994, 11 PBGH members with 300,000 HMO enrollees participated in 
a purchasing alliance that negotiated rate reductions approaching 10 percent 
with 17 California HMOs.’ Alliance members agree to uniform benefit 
packages and receive information on uniform, although limited, quality 
improvement measures. Seventeen of the 29 current members are part of the 
alliance’s 1996 rate negotiations with insurers/health plans. PBGH (formerly 





‘Los Angeles Times, August 31, 1995. 
*Pacific Currents, May 1995, 1(1):1. 
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Bay Area Business Group on Health) consists mostly of employers with head- 
quarters in the San Francisco Bay Area and Los Angeles, although employees 
work statewide. CalPERS is an employer member of PBGH, but not of the 
purchasing alliance. 

The HIPC, which began in 1993 as a state-sponsored purchasing coalition 
that acts on behalf of employers with 5 to 50 employees, had 95,000 HMO 
enrollees at the end of 1995. It has negotiated premium reductions with 
HMOs and may have had an effect on purchasers in the small employer 
market. 

Some observers believe that statewide purchaser coalitions have led many 
employers to expect HMOs to treat them in a similar manner. This has 
reduced the need for local purchasing coalitions. Others believe that coalition 
purchasing successes may result in cost-shifting, resulting in higher premiums. 

There is very little difference in products since premium prices and 
physician networks are very similar. Issues of premium cost and availability of 
personal physicians are primary factors governing employers’ and employees’ 
choice of health plan. Most plans offer employers similar premiums. Most top 
non-Kaiser plans include Sharp, Scripps, and UCSD physicians in their net- 
works, so enrollees can get access to the same physicians in different plans. 

Quality of care plays virtually no role in San Diego employer/enrollee 
health plan choice because health plans do not report quality measures. Even 
use is not reported because most HMOs capitate medical groups or IPAs for 
their services and receive little detailed information. Quality of care is 
becoming a concern. In particular, some employers fear that gatekeeper disin- 
centives for specialist referrals may be too strong. 

Employers tend not to change plans unless the difference in premiums is 
significant (for example, more than 10 percent). This reluctance stems from 
employers’ unwillingness to disrupt relationships employees have developed 
with primary care physician gatekeepers, as well as from concerns about the 
administrative burden associated with changing plans. Employers increasingly 
offer POS plans to combine their HMO and PPO offerings, simply their 
administrative burden, and move more PPO enrollees into HMO arrange- 


ments. 


State and Local Government as Purchasers for Low-Income People 
Over the past decade, Medi-Cal expenditures have grown rapidly and access 
to care has diminished. This has led the state to move Medi-Cal enrollees 
into managed care plans. “Healthy San Diego,” San Diego’s Medi-Cal 
managed care model, allows health plans to contract directly with the state 
and initially enrolled 225,000 San Diego Aid to Families with Dependent 
Children (AFDC) recipients. 

Insurers and delivery systems are extremely interested in the $650 million 
San Diego Medi-Cal market, especially as other insurance per diem, case 
rates, and capitation rates to providers stagnate or decrease. However, rates 
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negotiated with the California Medical Assistance Commission will 
determine the success of the shift to Medi-Cal managed care. Providers 
claim that California is second to last in Medicaid payments per beneficiary. 
San Diego providers receive the lowest Medicaid payments of all California 
counties. Since capitation rates are based on current expenditures, providers 
fear that low payments will be locked in over time. 

The San Diego local government does little to purchase care for low- 
income workers. San Diego has no public hospital and has reduced its limited 
amount of direct service provision through clinics. The San Diego County 
Department of Health Services wants to oversee the shift to Medi-Cal 
managed care so as to be able to monitor quality of care, grievances, and 
information and data management.° 


Insurers and Health Plans 
As of mid-1995, HMOs accounted for 50 percent of San Diego’s 2.1 million 


insured enrollees. HMO enrollment has increased steadily over time and cur- 
rently accounts for about two-thirds of all employer-based health insurance 
enrollees, 43 percent of Medicare enrollees, and about 17 percent of Medi- 
Cal enrollees. PPOs account for perhaps 20 percent of the under-65 commer- 
cially insured population; traditional insurance accounts for about 16 percent 
of that population. 

Although San Diego has a high level of HMO market penetration, it has 
not reached a point of HMO market saturation, and enrollment continues to 
grow. Nevertheless, some feel that enrollment will never get very close to 
100 percent of the population. 

Kaiser accounts for the largest share of the HMO market, with 35 percent 
of all enrollees in mid-1995. Aetna (14 percent of the market), Pacificare 
(13 percent), and HealthNet (13 percent) are the three largest non-Kaiser 
plans, while FHP/TakeCare (7 percent), California Care (6 percent), Cigna 
(5 percent), and Prudential (5 percent) have more than 50,000 enrollees 
each. Pacificare leads in Medicare HMO enrollment, and FHP has increased 
enrollment recently. 

California HMO plan concentration increased significantly in the past two 
years as FHP acquired Take-Care and HealthNet (via Health Systems 
International) acquired Qual-Med. In 1993, health plans determined that, to 
survive under the proposed Clinton health plan, they would have to become 
substantially larger. Mergers also provide health plans greater bargaining 
leverage. Further, although there is no scientific evidence to support this con- 
tention, it is widely believed that mergers may lead to greater economies of 
scale. 





‘Southern California Medicine, May-June 1995. 


San Diego is virtually closed to new HMO entrants that want to become 
significant players. Because existing large HMOs have operated for years, they 
benefit from name brand recognition and possibly from economies of scale, as 
well. As a result, they are in a much better position to attract new enrollees 
than are new HMOs. 

HMO plans in San Diego compete aggressively with one another and with 
PPOs on the basis of price to win market share. In some cases, they offer very 
low rates to selected employers. As a result, overall premium levels stagnated 
or declined in the past two years, and premium prices tended to equalize 
among HMOs. HMO plans also compete by offering POS plans. There is not 
sufficient measurement and reporting of quality measures for competition to 
exist on the basis of quality of care. There is some competition on the basis of 
breadth of in-network providers, but most non-Kaiser plans have similar net- 
works. 

The HMO plan sector is divided into the Kaiser Health Plan, which offers 
its own provider network, and most of the remaining non-Kaiser HMOs, 
which offer provider networks that are similar to one another. Kaiser Health 
Plan was the dominant player in the HMO market until the early 1990s. For 
years it had little competition, and in the early 1980s its only HMO com- 
petitor went bankrupt. In conjunction with strong enrollment increases and 
its relatively high cost structure, Kaiser Health Plan effected a series of large 
premium increases. This halted Kaiser enrollment gains, which benefited its 
competitors. Moreover, Kaiser paid little attention to personal care and timely 
access to specialists, had no brokers for the small group market, had no 
effective marketing, and did not respond to the rapidly expanding and 
lucrative capitated Medicare market. This invited other aggressive, for-profit 
HMO competitors to enter the market. Kaiser now has 25,000 fewer enrollees 
than it had in 1992. Large San Diego corporations have declined in numbers 
and importance, which has hurt Kaiser further. Beginning in 1993, Kaiser in 
California began to revamp its operations to cut costs and raise enrollee satis- 
faction, thereby improving its marketing position. 

For profit non-Kaiser HMOs have become the single most powerful force 
in today’s San Diego market. Non-Kaiser HMOs apparently can protect their 
profits by passing most or all premium decreases to providers. The non-Kaiser 
HMOs, which control 650,000 HMO enrollees, can exploit excess hospital 
and specialist capacity in San Diego. As large state and nationwide entities, 
major non-Kaiser HMOs have greater financial resources and less at stake 
financially than do the major San Diego delivery systems. The top three 
HMOs, including California Care with HealthNet, control a majority 
of Sharp and Scripps HMO enrollees and account for a substantial share of 
Sharp and Scripps revenues. 

Nevertheless, insurers remain dependent on continued relationships with 
Sharp and Scripps and, to a lesser extent, UCSD. Most HMOs need to 
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include Sharp and Scripps systems in their networks to keep employer 
business. Sharp has large numbers of HMO enrollees; Scripps has a quality of 
care reputation that is attractive to employees and employers who may want 
to use Scripps themselves. The HMOs see UCSD as an effective lever to use 
against Sharp and Scripps. 

HMO plan insurance has become an undifferentiated commodity 
because the non-Kaiser networks and premium prices are mostly the same. 
Furthermore, employers and enrollees cannot choose plans based on quality 
or satisfaction measures because no reliable measurement tools and stan- 
dardized reporting methods exit. To differentiate its product and capitalize on 
provider discontent with HealthNet and Blue Cross, Pacificare is entering 
into partnership relationships with larger medical groups and IPAs in 
southern California. It is difficult to determine how partnerships might work 
in San Diego because the largest HMOs are unlikely to drop either Sharp or 
Scripps. There seems to have been no attempt by an insurer to purchase a 
San Diego delivery system. 

Health plans usually pay full medical capitated amounts to delivery system 
physician organizations—they capitate systems for all medical and outpatient 
ancillary services. They usually pay hospitals per diem or case-rate amounts. 
Delivery systems want capitation for all medical and hospital services, but 
insurers are afraid purchasers may see them as unnecessary because it under- 
scores the fact that health plans devolve most management responsibilities to 
the major delivery systems. 

Since quality control reporting requirements are minimal, none of the 
delivery systems or health plans have the capacity to adequately report 
quality. This eliminates the possibility of competition on the basis of mea- 
sured quality. Some insurers believe enrollees are primarily concerned about 
price and not quality of care. 

California HMOs have been profitable in the past several years.’ The 
media has publicized California HMO profits and overhead, as well as HMO 
executive compensation through salaries and stock ownership. In mid-1994, 
the California Medical Association published loss ratios for major California 
HMOs that showed that most HMOs paid out only 70 to 80 percent of the 


premium dollar to providers.® 


Providers 


The San Diego managed care provider system is consolidated and compet- 
itive. The four main delivery systems account for about 85 percent of capi- 
tated enrollment and more than 70 percent of all San Diego discharges. 


"A.M. Best Company. “Best’s Managed Care Reports, HMO, United States.” Oldwick, NJ. 1995. 
*California Medical Association. “Knox-Keene Plan Summary, FY 1993/94. Physician 
Information Package,” 1995. 


Health systems have tried to gain strength through mergers and acquisitions 
and use increased HMO enrollee market share as a lever to counter new 
health plan market power. Declining capitation and hospital per diem rates 
from health plans have forced delivery systems to cut costs. 


Delivery Systems 
San Diego is one of only a few large markets that has high levels of HMO 
market penetration and a few large delivery systems that control a large per- 
centage of health care delivery. Three of the systems are hospital dominated 
(Sharp, Scripps, UCSD), and one is physician controlled (Kaiser). Two 
systems have integrated hospital and physician operations (Kaiser and Sharp). 

Sharp Healthcare is the largest San Diego delivery system, with more than 
$800 million in revenues in 1994 and substantially more capitated enrollees 
than its two non-Kaiser delivery system competitors combined. Sharp 
acquired the Rees-Stealy medical group in 1985 and subsequently continued 
to build its primary care physician base and HMO enrollment. As of mid- 
1995, its two medical groups, an affiliated IPA, and a network managed by 
FPA served 309,000 capitated enrollees, which represents about 30 percent of 
all San Diego HMO enrollees. Sharp also serves a substantial proportion of 
PPO enrollees. One source estimated that Sharp provided care to 25 percent 
of San Diego’s population. 

Sharp’s one specialty and six acute care hospitals accounted for about 
25 percent of all San Diego acute care hospital discharges in 1994.’ Although 
Sharp has gained a national reputation for its efforts to clinically integrate its 
operations, functional, physician-system, and clinical practice integration has 
not yet occurred. After struggling to break even in the past two years, Sharp 
is reportedly losing millions of dollars and faces flat revenues. Sharp’s strategy 
of purchasing hospitals and acquiring medical staffs was costly, especially with 
the increasing number of empty hospital wards. Sharp has lacked capital for 
expansion."° 

Scripps Health is a higher cost hospital system that has relied on its quality 
of care reputation and a substantial endowment to continue to dominate the 
slowly dwindling non-capitated, upscale, insured market. Although it is the 
second largest system, with more than $600 million in income in 1994, it was 
the slowest to build up its capitated enrollment. Scripps Clinic Medical 
Group and three IPAs affiliated with Scripps Health served 112,000 capitated 
enrollees as of mid-1995. However, although Scripps Memorial Hospitals and 





°Office of Statewide Health Planning & Development, State of California. “Quarterly Individual 
Hospital Data for California, 1989-1993.” Sacramento, CA, 1994. 

‘In late 1995 (after this report was written) Sharp and Columbia created a new joint venture, 
merging the four hospitals that Sharp owns with the one hospital that the FP Columbia/HCA 


Owns. 
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Scripps Clinic merged in 1993, Scripps Clinic (which accounts for 80,000 
HMO enrollees) is looking for a new owner or capital partner.'' Scripps now 
has six acute care hospitals that accounted for 25 percent of all San Diego 
acute care discharges in 1994. In that same year Scripps showed some profit, 
including $33 million in contributions and investment income. Scripps’ hos- 
pital acquisitions proved to be costly in a period of decreasing hospital bed 
occupancy. 

Scripps benefits in several ways from its international reputation for quality 
of care and research; a primary factor is that it receives a higher capitation 
rate for medical services than does Sharp or UCSD. However, its continued 
success in the shrinking indemnity insurance/fee-for-service system and 
sizeable endowment may have reduced the pace and urgency of its cost- 
cutting efforts and orientation to capitation. This may result in a decreased 
market share. 

The Kaiser delivery system, which consists of the Kaiser Foundation 
Hospitals and the San Diego part of the Southern California Permanente 
Medical Group, remains the largest HMO provider and has 365,000 HMO 
enrollees and 9 percent of all San Diego discharges as of mid-1995. Although 
Kaiser does not break out revenue and profit by market area, its San Diego 
delivery system revenue may be more than $400 million, almost all of which 
is attributable to capitation. Kaiser has been profitable systemwide. 

Although Kaiser’s utilization management and operational procedures were 
a benchmark for delivery systems in other markets, its success led to future 
problems. As a nonprofit physician-dominated organization with a health 
plan, Kaiser viewed substantial enrollment growth in the late 1980s and early 
1990s as a problem as well as an opportunity. Kaiser did not aggressively 
expand, partly because, unlike physicians with marketable equity in some of 
the emerging large medical groups, Kaiser Permanente Medical Group physi- 
cians would not gain financially by the rapid growth of their Group and affil- 
iated health plan. Moreover, success led physicians to expect that growth was 
inevitable and change was not urgent, despite Kaiser’s increasingly uncompet- 
itive cost structure. Although it contracts for some services, Kaiser abandoned 
some opportunities because it could not grow its physicians and facilities fast 
enough. 

Physicians’ concerns that their incomes might decline if the plan did not 
become more competitive led Kaiser to revamp its operations in 1993. It 
attempted to improve customer satisfaction including reducing waiting times 





"After this report was written, Scripps Clinic Medical Group found a capital partner and became 
a separate entity from Scripp Health. 
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for specialist referrals and working to ensure that each patient can see the 
same PCP from visit to visit. 

UCSD Healthcare emerged as a viable capitated delivery system com- 
petitor in the past two years. Driven by a declining paying patient base and 
shrinking indigent care funds, UCSD developed a competitive physician 
network that served more than 100,000 capitated enrollees by mid-1995. The 
UCSD Healthcare Network includes the UCSD faculty medical group and 14 
other physician organizations. UCSD owns several of the organizations, pro- 
vides administrative services to some, and has more exclusive, management 
services organization (MSO) relationships with the others. UCSD Healthcare 
Network includes two UCSD-owned hospitals and clinics and three affiliated 
hospitals, which accounted for 8 percent and 21 percent of all San Diego dis- 
charges in 1993. UCSD Medical Center reported a $3 million loss in 1994, 
even after receiving $17 million in disproportionate share funds." 

UCSD’s strategy is to build a common marketing and contracting structure 
for its network physicians and enter into increasingly exclusive MSO arrange- 
ments with its PCP practices. UCSD has benefited from physician dissatis- 
faction with Sharp’s and Scripps’ IPAs, as well as the insurers’ need for an 
alternative to Sharp and Scripps. Nevertheless, UCSD’s relationships with 
some of its physician groups and affiliated hospitals are tenuous, and it lacks 
sufficient capital for expansion and clinical information systems. 

Delivery systems vary substantially in the extent to which they have cut 
costs and achieved clinical, physician-system, and functional (administrative) 
integration.” Although precise measurement is impossible, Sharp has 
achieved the greatest success in integration and cost cutting. All four delivery 
systems are cutting middle management, reducing nursing personnel, and 
ending duplication of services within each organization. Each system is 
expanding its physician and outpatient service capacity. 

Over the past several years, despite many discussions about delivery system 
mergers, capital partnerships, and acquisitions, no changes have occurred. 
Nevertheless, Sharp and Scripps have acquired hospitals, Sharp and UCSD 
have acquired physician practices, and UCSD has expanded its physician 
network. The merger of Scripps Memorial with Scripps Clinic did not lead to 
integration of those organizations. 

Increased health plan market power is driving delivery system consoli- 
dation and forcing each delivery system to increase market share to respond 
to the new health plan power. Sharp and UCSD have sought to improve 





“University of California, San Diego Medical Center. “1993-1994 Annual Report to the 
Regents.” San Diego, CA, 1994. 

'Shortell, S.M., et al. “Creating organized delivery systems: The barriers and facilitators.” 
Hospital & Health Services Administration, 38(4):447-466 
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their financial strength in the face of revenue stagnation and invest in infor- 
mation systems and acquisition of medical groups or network development. 
Sharp has had the greatest need for financial resources.’ Over the past three 
years, Sharp and Scripps discussed a possible merger, as did UCSD and 
Scripps, but nothing occurred. The Scripps Clinic has tried to sell an interest 
in itself to various potential capital partners, including Sharp, but it is ham- 
pered by its relatively high cost structure and its substantial debts to a parent 
hospital system that does not want to lose it to competitor systems. Kaiser 
and Scripps Healthcare do not appear to have problems in accessing capital. 

It was impossible to assess whether a dearth of management expertise is 
impeding health system change. Although some informants praised existing 
managers, others argued that most managers had experience in the indemnity 
insurance/fee-for-service system that made fewer demands on managers and 
that new management expertise was essential. 

Only Kaiser is integrated with a large health plan, partially because HMOs 
would attempt to block a health system from creating its own plan. Sharp has 
not expanded its small HMO, which includes only its employees and their 
dependents, because HMOs that are critical to Sharp might withdraw some or 
all of their business. An insurer also would be cautious about acquiring Sharp 
or Scripps because it could not make up for the enrollees other HMOs would 
threaten to send to another delivery system. It is also cheaper for insurers to 
contract with delivery systems than to own them. As indicated above, 
Pacificare has discussed partnership arrangements with Sharp and others, but 
the terms considered have not been made public. 

Governance structures of nonprofit delivery systems may put them at a 
competitive disadvantage vis-a-vis the leading for-profit HMOs. In particular, 
boards that developed under the old indemnity insurance/fee-for-service 
system may be slow to move in a fast-moving capitation market. Sharp’s gov- 
ernance structure of multiple nonprofit boards may have prevented it from 
making some of the merger or hospital closure moves that were necessary. 
Kaiser’s democratic but laborious, multiple-step decision-making process may 
also be a barrier to progress. Kaiser’s system of governance is set up for 
gradual, continuous change, rather than for discontinuous, rapid change. The 
same may be true for the other systems, including Scripps. UCSD is hampered 
by the governance split between its hospital/network and the Medical School 
and by the oversight of the UC regents. 

Delivery systems unequally share the burden of uncompensated indigent 
care, which affects their competitive positions. UCSD provides the most 
indigent care, then Sharp and Scripps. Kaiser provides some indigent care, 
whereas none of the non-Kaiser insurers contribute to the cost of uncompen- 
sated care. 





“See previous footnote on the Sharp and Columbia/HCA joint venture. 


Hospitals 

The economic position of hospitals as a group has weakened as excess 
capacity has grown. Hospital occupancy rates fell from 72 percent in 1989 to 
58 percent in 1994, and hospital discharges have also fallen. The four major 
delivery systems own approximately half of the 25 general acute hospitals and 
account for more than two-thirds of all discharges. The remaining hospitals 
are a mix of nonprofit and for-profit organizations. In 1993, inpatient use days 
in San Diego were 225 per 1,000 population for commercial plans compared 
with a national average of 490 per 1,000; Medicare inpatient days per 1,000 
were 1,070 in San Diego compared with a national total of 2,925." 

Non-Kaiser health plan insurers usually pay hospitals on a per diem or per 
case basis. The non-Kaiser delivery systems want more hospital capitation 
because it would better align incentives of hospitals and the already capitated 
physician organizations. Hospital inpatient per diem rates and case rates are 
stagnant or declining. 

Sharp and Scripps substantially expanded their hospital systems over the 
past 15 years. Sharp grew from one general acute hospital in 1981 to six acute 
and one specialty hospital in 1995. Scripps grew from three to six hospitals 
between 1986 and 1994. Catholic Healthcare West, a large California 
delivery system, now owns a minority stake in Scripps in return for the latter’s 
recent acquisition of Mercy Hospital. Some question the financial logic of 
these acquisitions, and one new UCSD hospital, in an era of declining bed 
censuses. Aggressive expansion may have wasted nonprofit community 
resources and seems to reflect a lack of community focus and collaboration. 

Although hospitals have their own internal quality assurance programs, 
they have almost no uniform quality of care reporting requirements. As a 
result, hospital reputation plays a significant role in choice of hospital. 

To cut costs, hospitals in the major delivery systems have cut hospital 
upper and middle management, reduced the number of registered nurses 
(RNs) and changed the personnel mix, adopted disease-specific care 
pathways, substituted nurses for physicians on some inpatient tasks, used the 
same core group of internists to do all admitting, operated specialized 
equipment on the weekends, and determined optimal timing for tests and 
reporting of results. Sharp and Kaiser seem to be furthest along in these activ- 
ities; Scripps has made little progress. Kaiser appears to have a significant cost 
disadvantage because of unionized nursing and non-nursing personnel com- 
pensation, which is higher than its competitors. 





'sPappelbaum, Stanley. Presentation in San Diego. April 1995. 
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Although closing a hospital can achieve substantially more cost-savings 
than reducing beds in existing hospitals, no hospitals have been closed. 
Reasons for not closing hospitals include desire for comprehensive geographic 
coverage, an unwillingness to concede market territory to other systems, and 
multiple boards that are sensitive to negative community reaction to closures. 
However, several facilities and numerous pieces of equipment are redundant 
within systems and among systems. 


Physicians 

San Diego has more active specialists and fewer active PCPs than the 
national average. In 1993, it had 155 specialists per 1,000 residents, compared 
to the national average of 128, and 81 PCPs per 1,000 residents, compared to 
the national average of 99.'° There is an oversupply of specialists in the San 
Diego area. 

San Diego has three large, long-established medical groups, including 
Kaiser Permanente Medical Group (365,000 capitated enrollees), Scripps 
Clinic (80,000 capitated enrollees), and Sharp-Rees-Stealy (140,000 capi- 
tated enrollees). Kaiser has more than 400 employed or affiliated physicians; 
the other two groups have more than 250 physicians each. Sharp also owns a 
smaller medical group with 50,000 capitated enrollees. The percentage of 
medical group revenues from capitation ranges widely from nearly 100 
percent for Kaiser to 50 percent for Scripps Clinic. UCSD’s Medical Group 
includes 300 faculty that spend more than 25 percent of their time in spe- 
cialist-dominated clinical practice. 

Sharp is closely affiliated with one IPA (70,000 HMO enrollees), while 
Scripps Health is associated with three IPAs (30,000 HMO enrollees). There 
are several other, smaller IPAs. Sharp also contracts with physicians managed 
by FPA, which has approximately 30,000 HMO enrollees. UCSD’s network, 
which has more than 100,000 enrollees, functions like an IPA. 

Physician-system integration varies greatly. The most advanced physician- 
system integration is between Permanente Medical Group and the Kaiser 
health plan and hospitals. Although Sharp has achieved substantial inte- 
gration, Sharp’s two medical groups and IPA are not substantially integrated 
functionally and they compete with each other for new enrollees. Clearly, this 
limits the extent of cooperation. Nevertheless, by owning or affiliating with 
three different types of physician organizations, including an IPA, Sharp can 
appeal to a wide range of enrollees, including those concerned about provider 
choice. Scripps Clinic and Scripps Health appear to have much less 
physician-system integration. 





‘Roback, Gene, et al. “Physician Characteristics and Distribution in the U.S.” American 
Medical Association, Chicago, IL, 1994. 


The large physician medical groups cut costs because of the HMOs’ 
demands for capitation reductions. Most have instituted outpatient care 
pathways; substituted nurses for physicians for certain tests, procedures, 
exams, and history taking; attempted to use specialists to manage specific dis- 
eases; and contained or cut physician salaries and nurses’ and other staff’s 
compensation. 

Observers state that the easy cost-cutting gains are over for each organi- 
zation. The three largest medical groups must change how medicine is prac- 
ticed through greater clinical integration. To cut costs further, they have had 
to rely on integrated clinical care, which requires more capital and man- 
agement expertise, as well as additional changes in physician culture. 

To attain clinical integration and coordination, each group is investing in 
information technology systems, hoping for lower costs and a higher quality 
of care. 

Kaiser Permanente Medical Group has had to address several unique 
physician issues. Its PCP salaries likely are higher than its competitors, and it 
has an excess supply of tenured specialists. As a physician-run organization, 
Kaiser has difficulty cutting physician pay or eliminating underused spe- 
cialists. Because Kaiser also attracted physicians that were concerned about 
lifestyle issues, including having predictable and normal work hours, 
physician flexibility about patient access times has been difficult to obtain. 
Kaiser is attempting to address these issues and reengineer its operations to 
improve the efficiency of its medical care delivery. 


Safety Net Providers 

In addition to the three non-Kaiser delivery systems, 22 community health 
centers (CHCs) provide services to the uninsured, including the undocu- 
mented, as well as for many Medi-Cal enrollees. The number of uninsured 
residents has increased as public funding has decreased. Economic and 
political developments threaten the CHCs and the care for the uninsured. 
Medi-Cal’s shift to managed care could reduce funds to cross-subsidize care for 
the uninsured if capitation rates are low and other providers attract Medi-Cal 
enrollees. Currently, CHCs obtain 40 to 50 percent of their funds through 
Medi-Cal, which is their best payer source. CHCs are concerned about pos- 
sible Medicaid block grants, funding cuts for prenatal and other services to 
the undocumented, and the possible loss of Federally Qualified Health Center 
(FQHC) funding. 

Nevertheless, many of the CHCs are working collectively to respond to 
changing circumstances. The Council of Community Clinics (CCC), an 
umbrella organization for all but one of the CHCs, has developed the CCC 
Health Network, which is positioned to compete for Medi-Cal HMO 
enrollees. Currently CCC consists of 14 CHCs with 85 PCPs and 55 mid- 
level personnel at 50 locations with PCP capitation for 35,000 Medi-Cal 
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HMO enrollees in the Community Health Group plan. CCC has begun con- 
tracting with seven other HMOs, intends to create a management service 
organization, and will assume additional risk for specialty services in the 
future. In the process, the CHCs are trying to improve their payer mix by 
getting access to Medicare and commercial enrollees. They also are 
attempting to integrate their operations vertically and horizontally. Some 
have aligned themselves with the major health systems; health systems 
provide Medi-Cal patients hospital and specialist services and can divert some 
emergency room patients to the CHCs. 


Academic Medical Centers 

Clinically active faculty at UCSD face a difficult market environment. 
There is very substantial excess supply of specialists in San Diego, and about 
85 percent of 300 clinically active faculty, those who spend more than 

25 percent time practicing, are specialists. The Medical Group depends on 
Medi-Cal for 22 percent of its revenue, indigents or self-payers for 7 percent, 
and Medicare for 20 percent. 

Some of the other delivery systems are taking Medi-Cal patients, the state 
and county are tightening indigent care payments, and Medicare is paying 
less per dollar of charges than PPOs or HMOs. Having purchased the old San 
Diego county hospital in 1971, UCSD provides about 35 percent of all 
indigent care, much more than Sharp or Scripps. UCSD obtains only about 
$0.13 per dollar of charges for that care, or half of Medicaid and one 
quarter of HMO enrollees. Additionally, HMO capitation amounted to only 
17 percent of revenues in FY 1995, compared with 50 to almost 100 percent 
for the three other large San Diego medical groups. The governance structure 
is not ready to cope with this market environment since decision-making 
authority is split between the School of Medicine clinical department chairs, 
who pay faculty salaries, and UCSD Medical Center, where faculty undertake 
most of their clinical work. On the other hand, the market affects fewer 
faculty than do most other academic medical centers, since research accounts 
for more than half of School of Medicine revenues. 

In response to these market challenges, the UCSD Medical Center rapidly 
built a community PCP-centered network that now contracts with all the 
major HMO plans. UCSD faculty objections to use of scarce “gown” funds to 
build a “town” network have diminished as the network sends patients to 
UCSD Medical Group specialists, prepares UCSD for the Medi-Cal shift to 
managed care, and increases private insurance enrollees. Responding to gov- 
ernance challenges, a new set of medical group bylaws would create a democ- 
ratically elected board of clinically active faculty to run the group as a multi- 
specialty medical group business. As a result, UCSD is reexamining the role 
of the department and the medical group, especially with respect to faculty 
compensation. 


VAY 


UCSD is shifting some new residency slots from specialty programs into 
family practice, although family practice still accounts for relatively few resi- 
dency slots. Similarly, UCSD has doubled primary care physician faculty, 
including family practice, general internal medicine, general pediatrics, and 
adolescent medicine. However, PCPs still account for a small minority of 
faculty positions. Meanwhile, UCSD has focused its training on outpatient 
settings. Despite the adverse market environment, UCSD has not eliminated 
faculty positions, but the hospital cut 400 hospital staff positions over the past 
two years. 


Consumers 


Experts disagreed about whether health system changes had changed quality 
of care for the insured or uninsured. Without useful measurement criteria, 
there is no way to determine quality. There does not seem to be public dis- 
content with perceived quality of managed care or HMO plans. Continued 
increases in commercial and Medicare HMO enrollment indicates that per- 
ceived problems with quality of care are outweighed by the financial benefits 
of HMO enrollment, which are particularly great for the Medicare popu- 
lation. Consumer benefit from overall premium reductions, including lower 
enrollee premium contributions and potentially higher wages, is balanced by 
employer tendency to shift more costs onto employees. 

Although informants hoped that the Healthy San Diego initiative would 
improve access to care for Medi-Cal enrollees, many were concerned that the 
state would set capitation rates so low that Medi-Cal enrollees would con- 
tinue to have problems accessing quality care. Most observers are concerned 
about the uninsured, especially undocumented immigrants, since anti- 
immigrant legislation restricts access to care and there are cutbacks in 
funding streams for the uninsured. 


Future Developments 


Over the next few years, several trends will continue, although discontinuous 
change also is likely. CalPERS, PBGH, and other large statewide purchasers 
will probably continue to press for premium reductions, as long as HMOs 
compete for market share and can exploit large excess provider capacity. 
Their actions will affect other purchasers, including those in San Diego. 
Their demands for premium reductions may lessen if there are publicized con- 
cerns about quality of care. Statewide purchasers will ask for more data on 
quality of care and services. They may pressure HMOs to cut their adminis- 
trative costs and reduce their profits to increase the HMO loss ratios. Large 
purchasers could engage in direct contracting with statewide delivery systems. 


San Diego A 19 








20 A San Diego 


Such a development could profoundly change the market landscape in San 
Diego. 

Continued HMO consolidation through mergers, acquisitions, and vig- 
orous price-competition will be driven by lucrative opportunities and the 
need to acquire market power against increasingly large competitors, pur- 
chasers, and delivery systems. Continued delivery system consolidation will be 
driven primarily by the desire to overcome excess provider supply and counter 
HMO increased power, as well as acquiring additional capital for clinical inte- 
gration and cost-cutting investments. A local delivery system may gain 
enough power to generate substantial profits (surplus), despite increased 
market size and cost-cutting. Statewide and cross-state systems may acquire 
existing local players to counter the power of statewide purchasers and 
HMOs. HMOs, other delivery systems from outside the area, pharmaceutical 
companies, and other financially sound organizations could also acquire 
existing systems or parts of those systems 

Delivery system players may test the legal limits of consolidation, trig- 
gering antitrust investigations or action. For Sharp and Scripps, hospital 
antitrust issues may preclude a merger, although either could acquire 
physician organizations. 

HMOs will attempt to differentiate their product on the basis of network 
and price by trying to establish increasingly exclusive partnerships with 
selected delivery systems. The content of these partnerships will vary widely. 
HMOs will probably attempt to compete on the basis of quality, but quality 
measurements may be inadequate for informed consumer choice. 

Nonprofit HMOs and provider entities will continue to convert to for- 
profit status, partially because of acquisition by for-profit entities. The quality 
and speed of decision making by nonprofit boards may improve. 

The effect of change on overall quality of care is unknown. Much will 
depend on whether purchasers demand the development and reporting of 
standardized, useful quality-of-care measures. Quality of care change will most 
likely be uneven—for example, quality of care may improve in some provider 
organizations and deteriorate in others. Quality of services may improve, but 
some of that change may be cosmetic. 

Much of the Medi-Cal population will enroll in capitated plans. Capita- 
tion rate levels will determine the future success of Medi-Cal managed care. 
Uninsurances rates may increase slowly, while funding for care for the unin- 
sured likely will decline, especially for undocumented persons. 
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VY A V Overview 


The south Florida health care market, known for an aggressive for-profit 
culture, an excess of providers, and large elderly and Hispanic populations, is 
changing rapidly. Over half of the insured market is enrolled in managed care; 
coverage is very high among Medicare and Medicaid beneficiaries compared 
to other markets. The market is, by many accounts, at a tipping point for hos- 
pitals and insurers to become much more consolidated. Players in the health 
system are engaged in a deal-making frenzy that is likely to become even 
more intense in the future. Although the market spans three counties—Dade, 
(where Miami is located), Broward (Ft. Lauderdale), and Palm Beach—and 
sometimes extends into Monroe County (the Keys) and counties to the west 
as well—the site visit was limited to Dade and Broward counties. Over the 
past four years, health maintenance organization (HMO) enrollment in this 
area experienced tremendous growth; between 1993 and 1994 alone, HMO 
enrollment rose 30 percent, with most of the growth occurring in HMO 
point-of-service (POS) products.! There are 26 competing HMOs and 
numerous preferred provider organizations (PPOs), none of which have more 
than 15 percent market share and all of which are vying for new enrollees. 
Competition among these plans is intense. Due to the potential for increased 
market share as well as the profitability of current Medicare and Medicaid 
contracts, the Miami market has become increasingly attractive to out-of- 
state investor-owned health plans. Consolidation among the many health 
plans has begun to occur, mostly in the form of large plans acquiring smaller 
local plans to buy their way into the market or to increase market share. 

Payers generally, and insurers in particular, are in the driver’s seat because 
south Florida is a classic buyer’s market. The market is oversaturated with 
providers of all kinds—hospitals, primary care doctors, medical equipment 
suppliers, and home health agencies. With such excess supply, health plans 
are able to bargain for lower prices, capitate physicians, and pay hospitals rel- 
atively low per diem rates. However, the plethora of providers and health 
plans often means that no one is ever really in charge. Pacesetters within 
each sector change frequently, especially as leaders within organizations 
change frequently. 

As the power of insurers and managed care plans in particular has 
increased, providers of all types—hospitals, physicians, safety net providers— 
have responded in different ways. In order to strengthen their negotiating 





'A POS plan is a health plan with a network of providers whose services are available to 
enrollees at a lower cost than the services of non-network providers. POS enrollees must receive 
authorization from a primary care physician to use network services. POS plans typically do not 
pay for out-of-network referrals for primary care services. 
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position with insurers, most hospitals have merged into one of four major 
systems. Three of the four major hospital systems are for-profit (Columbia/ 
HCA, OrNda, Tenet) and one is nonprofit (Dimension). Public and private 
hospitals that remain independent are seeking partnerships with other 
providers and health plans. 

Hospitals are fueling the development of physician-hospital organizations 
(PHOs) as part of their efforts to bolster their market power. Most hospitals 
are forming alliances with or purchasing physician groups and outpatient 
clinics to enhance their outpatient service capacity. Although in the past 
physicians have been fervently independent, multispecialty group practices 
are becoming more common in the market. In addition to joining physician- 
hospital organizations (PHOs), physicians are trying to diversify their HMO 
contracts and take on capitation to assure continued revenue. Despite these 
trends, there remains very little real vertical integration between hospitals 
and physicians or between providers and insurers. 

In their search for relief from high health care costs, employers and con- 
sumers are contributing to the trend toward increased managed care. Neither 
large nor small purchasers negotiate health benefits collectively, suggesting 
they have little market power. However, competition among health plans is 
such that organized purchasing is not necessary to get good deals. Several 
large employers have negotiated substantial premium discounts. The state- 
sponsored community health purchasing alliances (CHPAs) have also 
increased awareness among small businesses that lower premium prices are 
possible. However, it is unclear whether the CHPAs or the state’s small group 
insurance reforms have had direct impact on premium rates available to small 
firms. 

State and federal policy do not play a significant role in the south Florida 
market, except through efforts to enroll Medicaid and Medicare beneficiaries 
in managed care plans. Both levels of government pay relatively generous 
rates, which explains much of their attractiveness to health plans. The state 
has also made it easy for Medicaid-only plans to get started by granting them 
exemptions from normal licensing and quality-of-care requirements. Despite 
their popularity, the quality of care delivered by such plans has come under 
increased scrutiny. 

The publicly supported safety net providers, including public hospitals, fed- 
erally funded community health centers, and community mental health 
centers, appear to be holding their own by adopting business-oriented 
strategies. However, these providers remain vulnerable to large public sector 
funding cuts. Safety net providers are experiencing increasing financial 
pressure. Some of them may perish if Medicaid and state funding cutbacks 
occur as expected and the proportion of the uninsured—24 percent—remains 
the same or increases. 
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Over the next two to three years, the market is expected to change rapidly 
as managed care growth continues. As long as price competition among plans 
and providers keeps annual increases in health plan premium rates low, pur- 
chasers will have little motivation to organize. Smaller HMOs are expected to 
leave the market or merge with larger ones, leaving fewer health plans cov- 
ering the region. Additional hospital alliances or mergers are also anticipated, 
and the number and size of physician groups is likely to increase. More ver- 
tical integration between hospitals and physicians is predicted. But it remains 
less certain that insurers will seek financial integration with providers. 


Community and Health System Background 
Demographics and the Economy 


South Florida is a rapidly expanding metropolitan area that spans three 
counties—Dade, Broward, and Palm Beach.’ In 1990 Broward County had 
1.3 million residents, Dade County had 1.9 million, and Palm Beach County 
had 860,000, making up a metropolitan area of 4 million. By 1995, the tri- 
county areas reached 4.3 million, and it is expected to increase to 4.6 million 
residents by the year 2000. Miami remains the business and cultural center of 
the region. 

As in other large urban population centers, Miami’s ethnically and eco- 
nomically diverse residents tend to have lower incomes than those in 
Broward and Palm Beach counties. Dade County’s average per capita 
income ($18,000) is lower than either Broward’s ($22,000) or Palm Beach’s 
($27,000). Dade County has a more ethnically and culturally diverse popu- 
lation than the rest of the region; 73 percent of the population is white, com- 
pared to 85 percent in Palm Beach and Broward counties. During the 1980s, 
the Hispanic population experienced substantial growth; in Dade County, 
over 50 percent are of Hispanic origin, and 65 percent of Miami city residents 
are Cuban or of Cuban descent. 

Seniors represent more than 20 percent of the population of Broward and 
Palm Beach due to the presence of large retirement communities; they only 
account for 14 percent of Dade County’s population. Indeed, the Miami met- 
ropolitan area has a younger population than most of Florida, largely due to 
the high proportion of immigrants. Although there are many retirement com- 
munities in the region, the greatest population growth is occurring in the 
25 to 44 age cohort. 





*Because Palm Beach County is small in comparison to the other two counties and was beyond 
the scope of the site visit, this report focuses on Broward and Dade counties. 
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Services, trade, manufacturing, transportation, and communications are 
the dominant businesses in the tri-county area. About 64,000 firms are 
located in Dade County alone. The largest employers in the region are public; 
for example, in Dade County, the largest employers include the Dade County 
Public Schools (29,700 employees), Dade County (28,000), and the state of 
Florida (16,000). The largest private employers include American Airlines, 
the University of Miami, and BellSouth Telecommunications. The health 
care industry, including hospitals, nursing homes, adult living facilities, and 
home health care services, employs 34,000 people in Dade County alone. 

Almost 95 percent of the region’s firms have fewer than 50 employees, and 
very few firms in the region have over 1,000. Of firms with fewer than 50 
workers, 47 percent do not offer insurance to their employees. This factor 
contributes to the region’s high uninsured rate, which is around 24 percent. 


Health System History 


Since the early 1980s, the south Florida market has had an oversupply of 
health care providers. Many of them were drawn by the high elderly popu- 
lation, the climate, and a growing economy. In 1989, it had an expansive hos- 
pital sector (64 hospitals, 18,000 beds) and a specialist-dominated physician 
community, many of whom had relocated their practices from the Northeast. 
In Dade County alone there were almost 5,000 physicians, or 300 physicians 
per 100,000 people, compared to 203 per 100,000 for the nation as a whole. 
Utilization levels were also high; the region’s hospitals averaged 1,483 inpa- 
tient days per 1,000 versus the U.S. average of 884 to 1000. In 1980, 
managed care barely had a foothold in this market, with 120,000 enrollees, 
mainly in the Miami area. 

Around 1985, numerous for-profit HMOs began marketing more aggres- 
sively in the Miami area. By 1990, HMO enrollment figures had reached 
nearly 850,000 throughout the tri-county region. Concern over rising health 
care costs and a desire by out-of-state companies to enroll their employees in 
HMOs or PPOs contributed to managed care enrollment increases. Another 
reason for the growth of managed care was the region’s Cuban-American 
community’s clinica tradition. Cuban doctors have historically organized into 
small clinicas that accepted capitated payments from patients. HMOs like 
CAC and Pasteur, managed care organizations based in Cuban-American 
communities, prospered largely due to first-generation immigrant clientele 
and doctors comfortable with an HMO style of medicine. 

The late 1980s also saw the introduction of Medicare HMOs, led by 
International Medical Centers (IMC), which was later bought by Humana. 
Medicare HMOs flourished, largely due to the substantial elderly population 
and inviting adjusted average per capita cost (AAPCC) rates, which rank 


among the highest in the nation.’ A temporary drop in the popularity of 
Medicare HMOs occurred when IMC was convicted of Medicare fraud and 
abuse in the 1980s. 

Over the past four years, heightened competition among insurers led to 
tremendous growth in HMO enrollment, particularly in plans serving mostly 
Medicaid and Medicare patients. Medicaid HMO growth was stimulated by 
state policies in the early 1990s that made it easy for HMOs to enter the 
market, leading to the proliferation of numerous small HMOs. Fierce compe- 
tition for Medicaid enrollees quickly brought into the market new players 
from out of state, who got their start by acquiring smaller Medicaid-only 
HMOs. Despite the IMC scandal, Medicare products continued to be popular 
as AAPCC rates lured HMOs into the profitable market. 

By reducing provider reimbursement rates and instituting capitated pay- 
ments, managed care threatened hospitals and physicians who were used to 
fee-for-service payments. They were threatened even more by Columbia’s 
entrance into the market, which brought HCA hospitals to the region in 
1992. To compete with Columbia/HCA, other hospitals began to merge into 
systems and form alliances with one another. To strengthen their negotiating 
position with insurers, many hospitals began aligning with physicians through 
PHOs and other networks. Six of the premier nonprofit hospitals came 
together in 1985 to form Dimension Health and developed their own PPO 
network. Physicians, at this point largely unorganized, welcomed allies in the 
hospital sector but also began to develop indemnity practice association 
(IPA) networks of their own. 

Despite these efforts, the hospital sector has been hit hard by this 
onslaught of managed care. Insurer/health plan discounts have taken their 
toll. Inpatient days declined 14 percent between 1980 and 1990, largely due 
to decreasing lengths of stay. In the past year, commercial HMO days per 
1,000 have decreased from 248 to 224, Medicare days have decreased from 
1,486 to 1,322, and Medicaid days per 1,000 have declined from 475 to 421.4 

However, by most accounts, little downsizing has occurred yet. There are 
63 hospitals and about 16,000 inpatient beds in the region, 2,000 fewer than 
in 1980 but far more than managed care plans need. There is still an over- 
supply of physicians, particularly in Dade where the ratio of physicians per 
100,000 actually increased in the past few years. Specialist physicians dom- 
inate the market; in the tri-county area, the ratio of specialists to generalists 
is approximately two to one. 





For example, Dade County AAPCC Part A rate for 1994 was $574.65. 
‘Presentation by CAC Ramsey, Florida Health Care Environment 1995. 
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Vv A VY Health System Changes 
Public Policymakers 


Since 1992 and 1993 when the state enacted major health care reform legis- 
lation, state public policy has had very little impact on the market. The 
reform laws, which were structured around a voluntary managed competition 
strategy, had two major components: (1) state-chartered CHPAs and small- 
group insurance reforms intended to make coverage more available to small 
groups and (2) the Florida Health Security Program, which was designed to 
provide subsidized insurance coverage to as many as one million low-income 
uninsured people. 

The state’s 11 CHPAs began offering health plans in May 1994 to firms 
with 50 or fewer employees. The CHPAs must permit all state-certified health 
plans in their area to offer coverage, and CHPAs must distribute information 
to help small firms compare the quality and price of each plan. However, 
CHPAs can neither negotiate premiums with health plans nor directly con- 
tract with them. In 1993, the state also enacted a set of small-group market 
reforms, which apply to all insurers selling to groups of 50 or fewer employees 
both in and outside the CHPAs.’ 

As of August 1995, nearly 55,000 lives in 12,000 firms were covered 
through the CHPAs, less than 2 percent of all eligible firms. Just over half of 
all firms had not had health coverage before. Although rates for small groups 
were reported to have dropped in the past year or two, there is considerable 
debate about whether the CHPAs were responsible. The state Agency for 
Health Care Administration (AHCA) believes the CHPAs, in combination 
with small-group market reforms, have contributed to the decline. Others 
believe that the rate reductions were part of a broader trend. Several inter- 
viewees stated that CHPA rates were similar to those offered in the private 
sector to groups of similar size. Blue Cross and Blue Shield (which opposed 
the CHPA legislation) noted that their HMO and PPO products are not 
much cheaper when offered through the CHPAs. Many small groups preferred 
to buy plans outside the CHPAs for their richer benefit packages. There are 
also allegations that insurers lowered rates outside the CHPAs to undermine 
them. 

Under the Florida Health Security Program, the state had intended to 
finance subsidies to low-income people (those who make less than 250 
percent of the federal poverty level) using savings derived from the 





*The reforms require (1) guaranteed issue, without regard to health status, preexisting conditions, 
or claims history; (2) a 12-month limit on preexisting-condition exclusions; (3) modified com- 
munity rating with adjustments allowed only for age, gender, family composition, tobacco usage, 
and geographic location; and (4) availability of two standardized benefits packages. 
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requirement that all Medicaid recipients enroll in managed care plans. But 
the legislature denied AHCA authority to implement the waiver program in 
both the 1994 and 1995 legislative sessions, based on concerns that managed 
care savings might not be sufficient to cover all those eligible for the subsidies 
and based on political opposition.° 


Purchasers 


Employers and Employer Coalitions 

Purchasers, who are largely unorganized and have no clear strategy—have 
taken advantage of the changes occurring in the south Florida health care 
market. But they have not driven it. By showing that they were willing to 
change plans, a few large public and private purchasers acting individually 
have fostered price competition and accelerated the development of HMO 
and POS products. Although employers are price conscious, they have not 
pushed for information and accountability on quality issues. Employers are 
interested in direct contracting with providers, but HMOs are pressuring for 
state legislation to prevent this from occurring. 

Several factors impede the development of a collective purchasing strategy 
among employers. First, many of the region’s employers are small firms that 
are unlikely to offer insurance at all. In addition, both small and large firms 
are concentrated in service industries whose workforce is largely part-time 
and who are also unlikely to offer insurance. Second, many large private 
employers, particularly in the tourism and finance industries, have out-of-state 
headquarters that purchase insurance from national firms. Third, many of the 
region’s large employers are public organizations whose ability to conduct 
joint purchasing is restricted. 

Earlier attempts to organize large businesses in a purchasing coalition have 
had disappointing results. The South Florida Health Coalition, which began 
in 1985, now has just 15 large business members employing a total of 250,000 
employees. In recent years, the group lost several of the original members who 
found they could be more effective driving down costs on their own. The 
coalition’s activities have shifted focus from joint purchasing to sharing 
premium information and quality promotion initiatives. 

In individual negotiations, large public and private purchasers have flexed 
their muscle with insurance plans to keep premium rate increases low. After a 





6One of the most contentious issues was an “any willing provider” (AWP) clause, advocated by 
the Florida Medical Association but opposed by the governor. As of August 1995, the governor 
was going to call a special session of the legislature to debate the waiver issue again. Some 
believed the state would be in a stronger position to withstand federal Medicaid cuts if its 1115 
waiver program were in effect before Congress made its final decisions on the Medicaid budget 
this fall. A compromise on AWP was also possible. 
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period of double-digit premium rate increases in south Florida in the late 
1980s and early 1990s, large employers have obtained three years of flat or 
declining premiums and two- or three-year rate guarantees. Some speculate 
these steady rates reflect health plans’ ability to squeeze larger discounts from 
hospitals and physicians. Others attribute it to the price wars that health 
plans will wage to maintain large contracts or secure new ones that increase 
their market share. 

Public employers have led the development of aggressive negotiating 
strategies in Metropolitan Dade County, one of the region’s largest employers 
with 28,000 employees and 2,500 retirees. The county claims that during the 
first six months of 1995 it saved $32 million (mostly from its POS plan) 
through its negotiations. For the past two years, the state of Florida, with 
11,000 employees in Dade and 7,000 in Broward, told HMOs that it would 
renew contracts only if the plans did not raise their rates. This netted the 
state a savings of $7 million and $30 million in each of the past two fiscal 
years. Several large private firms also obtained steady premium rates because 
they were willing to switch out of plans that did not give them the requested 
rates or share the risk for claims higher than those expected. 

Over the past couple of years, south Florida’s large employers, particularly 
those in the public sector, have pushed insurers to offer a choice of managed 
care options. POS products are increasingly popular because they help to 
reduce employer costs while preserving choice for employees. For many low- 
income employees, however, HMOs remain more popular because of lower 
out-of-pocket costs. 

Choices are more limited for those in small firms. Small employers 
generally offer their employees only one plan. The creation of the state- 
sponsored CHPAs, small-group reforms, and the availability of insurance 
through local chambers of commerce have helped to increase the options for 
these employers. But small firms appear to save more if they are willing to 
restrict plan options. 


State and Local Government as Purchaser for Low-Income People 
Although neither of the state’s major health care reforms has had much 
impact on the market, the state has had tremendous influence through its 
Medicaid managed care policies. In April 1993, the legislature passed a law 
stating its desire to expand enrollment in Medicaid managed care plans. The 
state Medicaid agency began to do this with two separate but complementary 
strategies. First, it developed a plan to expand MediPass, the state’s primary 


care case management program, to all areas of the state.’ Second, it launched 
a separate effort to increase voluntary enrollment of AFDC-related Medicaid 
recipients into HMOs. It did so primarily by loosening the rules that 
Medicaid HMOs had to meet to qualify. Most important, Medicaid HMO’s 
were given three years to meet licensing standards required of commercial 
HMOs and allowed to put up very low reserve thresholds (only $250,000). 
In addition, rates were not age-adjusted and marketing standards were 
lenient. As a result, Medicaid enrollment into managed care plans increased 
from 383,000 statewide in June 1993 to more than 600,000 in January 1995. 
In south Florida, most enrollees are in HMOs. MediPass enrollees are pri- 
marily in Broward County because the state has not yet brought Dade County 
into that program. 

The rapid growth in Medicaid managed care, however, came at some cost. 
In December 1994, a year-long investigation into Medicaid HMOs in south 
Florida led to a week-long series of articles in the Ft. Lauderdale Sun Sentinel 
that exposed poor-quality care and flagrant marketing abuses. In response to 
public outcry, in January 1995 the state placed a moratorium on the licensing 
of any new Medicaid HMOs. It also froze enrollment in the 28 Medicaid 
HMOs that were already licensed until the AHCA could conduct on-site 
visits to assess plan compliance with patient medical records requirements, 
quality-of-care standards, and marketing practices.’ The state also made sub- 
stantial modifications to Medicaid HMO contracts commencing after July 
1995 and announced rate rollbacks of between 8 and 18 percent, based on 
findings that the state may have been paying too much. As a result of the 
enrollment freezes and rate reductions, Medicaid managed care enrollment 
growth is likely to slow down. 

These developments occurred at the same time AHCA was trying to 
obtain legislative approval to implement the Florida Health Security 
Program. The state’s Section 1115 waiver application had been approved by 
the federal government in September 1994, but the legislature balked on 
giving it the green light. In addition to political opposition to the plan, the 
highly publicized problems with certain Medicaid HMOs contributed to reser- 
vations about a substantial expansion of Medicaid managed care. The state’s 
Healthy Kids program, which provides low-cost coverage to uninsured 





’The state’s 1915(b) waiver proposing to expand the MediPass program was later approved by 
HCFA. 

‘In April 1995, the state dropped the enrollment caps for eight Medicaid HMOs that were 

found to meet at least 90 percent of all 46 contract standards. The HMOs that met less than 

90 percent of the quality-of-care standards were subject to fines and penalties, enrollment caps at 
previous levels, and/or a halt on expansion into new counties. 
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children, has been implemented in about 15 counties (including Broward), 
but the number of children enrolled is still low compared to the total unin- 
sured. Thus, expansion of coverage to the uninsured remains on hold. 


Insurers and Health Plans 


With 26 competing HMOs and too many PPOs to count, managed care is 
clearly flourishing and highly fragmented with enrollment at significant 
levels. About a third of privately insured people are in managed care plans, as 
are over 40 percent of all elderly individuals and about 30 percent of the 
Medicaid population. Competition among plans is intense, particularly for 
Medicaid and Medicare enrollees. One of the most popular strategies for 
gaining market share is to buy out smaller competitors; merger frenzy prevails. 

Several trends appear to be converging that suggest even stronger growth 
in managed care and more consolidation among plans in the future. First, 
competition among health plans for commercial, Medicare, and Medicaid 
enrollees is accelerating due to purchaser and consumer pressures. Second, 
hardly a week goes by without news of another merger or acquisition of a 
local plan by an out-of-state company. Third, managed care organizations 
appear to have the upper hand in rate negotiations with providers and are 
able to forge alliances with selected providers. 

Between 1993 and 1994, regional HMO enrollment increased by 270,000, 
a net increase of almost 30 percent. Medicare and Medicaid HMOs continue 
to be the fastest-growing segments of the market, but PPOs are not far 
behind, with a 24 percent rise in enrollment from 1993 to 1994. 

As plans struggle to gain market share, competition has become increas- 
ingly fierce. As one interviewee noted, any managed care organization with 
enrollment under 70,000 in January 1996 will “see their train leave the state.” 
To secure enrollees and enlarge their buying power, managed care organiza- 
tions offer low rates to commercial enrollees. Several sources suggested that 
some HMOs are using profits from their Medicare and Medicaid business to 
provide these lower rates to the commercial population.’ 

Traditional indemnity insurers have tried to break into this market, by 
converting their indemnity products to PPOs and HMOs, but they find the 
competition difficult. John Alden, one of the few insurance companies with 
national headquarters in Miami, is struggling to remake itself into a managed 
care organization. In 1991, it was one of the first insurers to enter into a joint 
venture with a provider system to offer a managed care product (called 
Neighborhood Health Plan). American Medical Security (AMS), a third- 


party administrator that formerly offered just indemnity products to small 





*Federal law mandates that HMOs cannot earn more profit in their Medicare HMO product than 
in their commercial plans. 


businesses, now offers several PPO products and two exclusive provider orga- 
nizations (EPOs) and is developing an HMO option as well. Some say the 
market has proven hard to crack for traditional carriers such as Cigna and 
Prudential because of their resistance to Medicaid and small businesses—two 
big targets in this market. But it has been easy pickings for large managed 
care organizations (MCOs) such as PacifiCare and United Health Care. 

Health plans are merging and consolidating rapidly. Those buying other 
plans are seeking greater market share. Those selling plans want to cash in 
their gains before competition with even bigger players squeezes their profit 
margins. Physicians Corporation of America (PCA) is a prime example of the 
acquisition-oriented market. Its strategy has been to expand its geographic 
regional presence primarily by adding Medicaid-based HMOs. PCA entered 
the south Florida market in 1990 from Kansas by acquiring several financially 
distressed HMOs, including Century Medical Health Plan, Inc. (a Cuban-run 
staff model HMO and Florida’s fourth largest HMO at the time), and Better 
Health Plan (the state’s largest prepaid Medicaid plan). It later bought Family 
Health Plan, Inc., the largest HMO in the state, and in 1994 and 1995 
bought Max-a-Med and Lourdes Health Plan, which had enrollees 
throughout the tri-county area. 

There have been other prominent buyouts by national for-profit com- 
panies. PacifiCare has recently bought several local HMOs, including Pasteur. 
Foundation Health Corporation recently bought CareFlorida. United Health 
Care bought CAC Ramsey in May 1994 and continues to expand. One inter- 
viewee noted that United will need one million enrollees to break even for 
what they paid to enter the market, a factor that suggests that United is tar- 
geting other local plans. Despite these trends, there are still many HMOs in 
both the commercial and publicly sponsored markets. Consolidation may go 
much faster and further before it ebbs. 

Managed care organizations are gaining increased control over costs 
through several provider payment strategies: aggressive rate negotiations, 
selective contracting with providers, and purchase of physician practices. 
Interviewees believed that until excess provider capacity is reduced or elimi- 
nated, these trends will accelerate. 

Most health plans use some capitation to pay primary care physicians, and 
to a lesser extent specialists. Some describe this as “throwing risk” at physi- 
cians, because many doctors are not prepared to manage the financial respon- 
sibilities involved. Informants suggest that some HMOs view capitation more 
as a means of increasing dependency of physicians on the plans than of con- 
trolling utilization. Because of the oversupply of providers, physicians will 
accept low capitation rates in exchange for the security of a reliable flow of 
patients. Only 5 to 20 percent of insurance dollars are capitated, but only 
because hospitals are not capitated yet. Capitation of primary care doctors 
appears to be more prevalent in the Ft. Lauderdale area than in Miami, pos- 
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sibly because Humana has a very large enrollment in Broward and all of its 
network physicians are capitated. 

HMOs and PPOs have started dropping solo practitioners in favor of con- 
tracting with large group practices. They are loath to contract with most of 
the physician-sponsored IPAs, because the IPAs do little to control costs. 
Managed care plans are also dropping from their networks high-cost hospitals, 
specialists, and even primary care doctors if their hospital admission rate is 
too high. 

In one of the newer developments, insurers are also courting providers to 
enter into joint ventures in order to attract enrollees drawn to particular 
providers. Health plans, however, have little motivation to develop closely 
integrated systems with one set of providers unless it offers a unique 
advantage. For their part, hospitals are seeking such alliances to hang on to 
their patients while trying to make sure their participation does not preclude 
opportunities to do business with other insurers. Because this joint venture 
activity is recent and still not widespread, it may or may not become more 
prevalent as a marketing strategy. 

HMOs are getting more sophisticated about medical management and out- 
comes measurement, and most are seeking National Committee for Quality 
Assurance (NCQA) accreditation due to state requirements. But concerted 
efforts by the HMO sector to impose quality standards on providers or 
establish disease management mechanisms have not begun in earnest. One 
managed care representative remarked that HMOs are improving the quality 
of care by weeding out marginal providers and reducing unnecessary care. 
Despite these efforts, the state’s release of information on Medicaid HMOs’ 
performance has left many questioning HMO quality standards. With new 
resources being invested in state oversight of plans and a consumer report 
card under development by the state AHCA, managed care organizations 
should have greater incentives in the future to invest in quality improvement 
initiatives. 


Providers 


For the majority of providers in the market, the rise of managed care has 
challenged their institutional viability and traditional modes of operation. 
Hospitals have responded to this challenge mainly by consolidating or 
forming other partnerships that can help improve their negotiating strength 
vis-a-vis insurers. Hospitals are also joining with and/or purchasing physician 
groups (mostly through PHOs) to assure a continued source of referrals and 
bargain collectively with managed care plans. For the same reasons, physi- 
cians are actively seeking to join with other physicians and with hospitals. 
PHOs, however, have not been very successful; few contracts between PHOs 
and insurers have been signed. 
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Safety net providers are trying to strengthen their competitive positions 
too. Public hospitals are seeking partnerships with private HMOs and private 
hospitals and expanding outpatient services in order to maintain their patient 
bases. Community health centers (CHCs) have been forced to adopt the 
same competitive strategies as private sector outpatient providers in order to 
ensure a continued revenue stream. 


Hospitals 

For several years, hospitals have aligned into systems to attain greater control 
over the market, implement efficiencies, and improve their negotiating power 
with managed care organizations. Hospitals have found that they need to 
expand their geographic reach into all three counties and provide an 
extensive array of services if they want to be included in a health plan 
provider network. 

At this time, there are four main hospital systems, three of which are for- 
profit (Columbia/HCA, OrNda, and Tenet). With 12 hospitals in the tri- 
county area and approximately 24 percent of the market’s beds, 
Columbia/HCA is a strong presence in the market. The OrNda system has 
four hospitals in Dade and Broward, and the Tenet system maintains six hos- 
pitals, mainly in Broward and Palm Beach counties.'° The fourth hospital 
system, Dimension, consists of six not-for-profit hospitals in Dade County: 
Hialeah, Mt. Sinai Medical Center, Mercy Hospital, the South Miami Health 
System (which recently merged with Baptist), Miami Children’s, and the 
North Shore Medical Center. 

Though it would be difficult to identify a clear leader among these four 
systems, Columbia/HCA seems to have greater advantages in this market 
because it acts more like a real system than the others. Nationally, 
Columbia/HCA typically buys into a market, closes unprofitable and/or ineffi- 
cient institutions, and consolidates operations to improve efficiency. This 
mirrors the strategy in south Florida, where Columbia acquired nearly a dozen 
hospitals when it merged with HCA, closed two (and may be closing another 
soon), and is leasing another. Now it is concentrating on improving the effi- 
ciency of the remaining hospitals in its system, giving administrators incen- 
tives to work together, and centralizing as many operations as possible. For 
example, Columbia/HCA has its regional office negotiate contracts with 
insurers locally to gain more leverage from having a hospital network. 

In the face of such competition, the remaining independent hospitals are 
also trying to consolidate and/or find partners. The free-standing not-for- 





Tenet is the new entity formed from the merger of American Medical International (AMI) and 
National Medical Enterprises (NME). 
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profits include the University of Miami Hospital and Clinics and Pan 
American Hospital, an institution that primarily serves Miami’s Cuban com- 
munity. The University of Miami recently announced its participation in a 
PCA-sponsored HMO. Pan American has developed alliances with South 
Miami Health System for certain services and is also seeking to merge with 
another hospital or system of hospitals. 

After prompting other hospitals to align into hospital networks, Columbia/ 
HCA has also spurred competing hospitals and hospital systems to become 
more efficient. Nearly all hospitals have expanded outpatient services and 
have sought to improve clinical quality by implementing critical pathways," 
reducing lengths of stay, or lowering C-section rates (among the highest in 
the country). Hospitals gradually have reduced personnel, staffed fewer of 
their licensed beds, lowered cost per adjusted patient day, and turned to 
outside management firms for assistance. 

Hospitals are also joining with physician groups in various ways to assure a 
continued source of referrals and bargain collectively with managed care 
plans. PHOs are flourishing, and in south Florida PHOs are “heavy on the H, 
light on the P,” meaning that they have been developed and capitalized by 
hospitals. But PHOs have not had great success; they have signed just a few 
contracts with insurers. Insurers can easily negotiate with individual hospitals 
and providers and apparently prefer to do so—a “divide and conquer” strategy 
one hospital administrator noted wryly. One investor-owned MedConnect 
PHO (owned jointly by OrNda and Tenet) recently fell apart. Should the 
state give the green light to direct contracting between PHOs and self-insured 
plans, PHOs may be able to improve their ability to negotiate contracts. 


Physicians 

Physicians have been forced to respond to changes occurring in the market- 
place. To retain patients and revenue, physicians are joining IPAs and PHOs, 
seeking a variety of HMO contracts, and taking on capitation. 

The physician sector has not historically been organized, except for the 
clinics in the Cuban American community. In fact, a few years ago there was 
active opposition to the formation of large group practices. The Broward 
County Medical Society opposed the Cleveland Clinic when it started a 
branch office of its multispecialty group there several years ago. 

More recently, multispecialty group practices began to form, prompted by 
HMOs’ and PPOs’ preference for contracting with large groups. There are at 
least 14 networks for specialty physician services. In addition, independent 





"Critical pathways are treatment protocols that reduce variation and cost by optimizing the 
order, timing, and components of clinical processes designed to affect patient outcomes. 
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specialty physicians are beginning to form their own IPAs, some with the help 
of the Florida State Medical Association, which has organized Florida IPAs in 
conjunction with most county medical societies. Like PHOs, these groups 
have not negotiated many contracts because they are, in essence, loose affilia- 
tions between physicians that do not actively control utilization. 

Despite fears about accepting capitation and lower rates, many physicians 
have done so to retain access to patients. As one interviewee said, “Everyone 
feels their survival is at stake, so they trade price for volume.” A hospital rep- 
resentative alleged that health plans have lured physicians into these arrange- 
ments with high rates and then cut the rates back without warning, especially 
if the health plan gained a sizable portion of the doctor’s practice. To survive 
in this environment, physicians try to contract with multiple health plans so 
as not to be beholden to one plan. 

Observers mentioned other side-effects of the changes as well. More physi- 
cians are enrolling in business administration programs, getting on-line capa- 
bilities for their offices, cutting office expenses, laying off staff, and stream- 
lining operations in order to operate in an increasingly business-oriented 
environment. 


Safety Net Providers 

The safety net of publicly supported providers, including public hospitals, fed- 
erally funded CHCs, county public health units (CPHUs), and community 
mental health centers (CMHCs), has been threatened by recent changes in 
health care funding and by the need to compete in a more market-driven 
system. 

The biggest threat has been loss of Medicaid and Medicare patients to 
private HMOs, proprietary clinics, and home health agencies, causing 
declines in Medicaid and Medicare revenue. At the same time, the state’s 
allocation of funds to counties to support primary care services has declined 
significantly in the past year. Long-standing rifts between the public hospitals 
and community health centers seem to have grown, as the hospitals 
begin to compete directly with CHCs in the delivery of outpatient care. 
Uncompensated care charges, capitated managed care contracts that pay less 
than costs, and fears that federal Medicaid changes will reduce their subsidies 
even more all jeopardize the financial position of these providers. 

Publicly supported institutions are in a period of retrenchment. Two to 
three years ago, they had hopes of an expanded pie that would result from 
increased coverage of the uninsured through federal and/or state programs. 
Now they seem resigned to having to become smaller, leaner, and more 
focused in their missions (given shrinking dollars), even as they become more 
savvy about operating in a competitive market. 
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Public Hospitals 

There are several public tax-assisted hospitals, including Jackson Memorial 
Hospital (in Dade), four hospitals in the North Broward Hospital District, 
and two hospitals in the South Broward Hospital District. Dade County and 
North and South Broward each have their own hospital taxing districts.” 

It is instructive to examine the effects of system changes on Jackson 
Memorial Hospital, one of the largest public hospitals in the country. In 
certain services, patient load has dropped precipitously (e.g., deliveries 
dropped from a high of 15,000 per year in 1989-90 to 8,900 in 1994-95), 
with a corresponding drop in Medicaid revenues. Ironically, Medicaid has 
become one of the best payers, making Medicaid obstetrical patients 
attractive to private hospitals (e.g., Medicaid pays $700 for a normal delivery 
vs. $450 from commercial HMOs) and encouraging Jackson to hold on to as 
many of these women as possible. 

The hospital districts have been protected from some financial pressures 
due to their local tax support. For example, a referendum passed by Dade 
County voters in 1991 allocated an extra half-cent sales tax to support ser- 
vices at Jackson, amounting to $96 million in 1993-94, which together with 
county property tax funds made up 23 percent of the hospital’s budget that 
year. In Broward, property taxes also represent the bulk of public funds dedi- 
cated to the hospital, which amount to about 15 percent of the district’s gross 
revenues. 

Both counties have dealt with increasing competition primarily by seeking 
partnerships with private HMOs and private hospitals and expanding outpa- 
tient services in order to maintain their patient bases. Jackson Memorial 
Hospital was fortunate to have obtained an HMO license in 1985. The JMH 
Health Plan was not actively marketed until 1994, when Jackson decided to 
use the HMO as a platform on which to maintain its patient base. Enrollment 
in the plan grew from 3,400 to 12,000 last year, and plan managers expect to 
have 15,000 by the end of the year, 60 percent of whom will be commercial 
enrollees (mostly county and hospital employees). 

At the same time, Jackson is developing another HMO product in collabo- 
ration with PCA and the University of Miami (along with 26 community- 
based hospitals, whose role remains unclear). The HMO will use PCA’s 
network of primary care physicians and clinics, Jackson’s neighborhood 
primary care clinics (managed by PCA), and staff physicians from the 
University of Miami. For PCA, the deal expands its Medicaid provider 





"Neighboring Palm Beach County (not covered in this site visit) also has a taxing district, but it 
is for health care generally not limited to hospitals. Unlike the other two counties, Palm Beach 
tends to purchase care from private sector providers rather than operate its own facilities. 


network and improves its reputation through affiliation with Jackson’s and 
University of Miami’s premiere doctors. The university gets sites in which to 
train its family practice residents. And Jackson increases the likelihood of 
retaining some Medicaid patients. According to a hospital representative, 
Jackson expects this new joint venture to earn profits that can be used to 
upgrade facilities or build new ones that in turn will help assure Jackson’s 
position as a preeminent tertiary care center. 

The two Broward County Hospital districts have also expanded their out- 
patient capacity, which will help to lower inappropriate emergency room use 
and steer patients needing inpatient care to their hospitals. In South 
Broward’s case, the hospital district is considering leasing another hospital 
from Columbia/HCA rather than building a new facility as it originally 
planned. This action, in addition to other “expansionist behaviors,” has raised 
concerns about whether a public system should be competing so aggressively 
with private providers and whether the system really needs additional inpa- 
tient capacity. 


Local Health Departments 

Both Dade and Broward County health departments, which are technically 
branches of state government, have shifted focus in the past two years. They 
have given up responsibility for directly providing primary and personal 
health services in order to concentrate on essential public health functions, 
such as environmental protection and communicable disease control. Dade 
County made this change most recently, spurred both by the Clinton admin- 
istration vision for “reformed” public health agencies and by epidemics of 
typhoid and hanta virus—extremely contagious diseases that required more 
resources to control than the county had previously allocated. In June, four 
public health clinics were transferred to the Dade County Public Health Trust 
(the governing entity of Jackson Memorial Hospital) to be included in the 
new venture with PCA and University of Miami. The department will use 
the funds that formerly supported these clinics (about $3 million) to support 
environmental health services, HIV prevention and education programs, and 
monitoring of TB patients, among other critical needs. Broward County did 
something similar 18 months ago when it sold its clinics to the South 
Broward Hospital District. Turning over the clinics to the public hospitals 
gives all who seek service, including the estimated 150,000 undocumented 
immigrants who have few other places to turn, a better chance at continued 
access to care. 


Community Health/Mental Health Centers 

As community health centers have experienced increased competition from 
private clinics and HMOs for Medicaid patients and dollars, CHCs and 
CMHCs have been forced to adopt the same competitive strategies used by 
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the private sector. These include upgrading information systems and stream- 
lining operations to increase efficiency, contracting with HMOs, creating net- 
works among centers to broaden geographic coverage and increase negoti- 
ating leverage with HMOs, and in a few cases, becoming partners in or 
developing their own HMOs. 

For example, a network of three Dade County CHCs have formed a 
network and negotiated contracts with several HMOs. The three jointly pur- 
chase supplies and services (including a new information system) and are 
beginning to develop an HMO. One health center found that it experienced 
so many problems with its HMO contract that it decided to create its own 
HMO. Most of the state’s CHCs are in the process of trying to create a 
network that can negotiate for managed care contracts on a statewide level. 

Several CMHCs in the tri-county area also created a joint venture and 
won a contract with an HMO, but they lost it two years later to a lower bid 
from a competitor. The network is now trying to market its unique ability to 
deliver care to hard-to-serve dual-diagnosis clients (e.g., those who have 
mental health problems combined with substance abuse, or mental health 
problems and mental retardation). 


Consumers 


The consensus among interviewees was that the majority of consumers are 
benefitting from price competition among health plans and the resulting 
slowdown in health care price increases. However, Medicare and Medicaid 
enrollees in managed care are not well protected from shady marketing and 
questionable quality of care in MCOs. 

Consumer group representatives report that consumers like the lower pre- 
miums they pay for managed care plans, and low- to moderate-income elderly 
people on fixed incomes appreciate the extra benefits they get through 
Medicare risk contracts without having to pay monthly premiums. However, 
it was unclear whether or to what extent consumers’ total out-of-pocket 
expenses were affected (e.g., deductibles, copayments). Many believed that 
pressure from voters was driving many of the public policy changes that pro- 
moted lower costs, such as the CHPAs and use of managed care for Medicaid 
patients, even though their cost-saving effect has yet to be proven. 

Most nonconsumer interviewees agreed that care was improved as 
a result of managed care and competition. For example, one person said, 
“Competition is making doctors pay more attention to patient needs,” and 
another said, “hospitals are becoming more patient- and customer-focused,” 
yet another believed “patients are getting more efficient care, getting in and 
out of hospitals quicker, and [are] less likely to have unnecessary procedures.” 
There were a few providers, however, who seriously questioned whether some 
of the low-end HMOs, paying less than $60 per member per month in 
medical costs, could be delivering high-quality care. 


Consumer group representatives agreed that access to primary care seemed 
to have improved but were less convinced that quality of care overall was 
better as a result of the rapid movement toward managed care, especially for 
those who have greater-than-average needs. Consumer advocates believe 
those most at risk of underservice in managed care plans are people with 
Alzheimer’s disease and others who need long-term care, pregnant women 
with substance abuse problems, and the elderly in general whose primary care 
physicians are not necessarily trained in gerontology. At the same time, con- 
sumer group representatives believed that improvements of the past few years, 
such as declining rates of low-birth-weight babies and increasing immu- 
nization rates for two-year-olds, were in danger of being reversed as a result of 
the shift to managed care. 

The most serious concerns were raised by those familiar with Medicaid 
HMOs, who are well aware that some HMO marketing practices were mis- 
leading or even fraudulent. Every day, staff in state Health and Rehabilitative 
Services offices, children’s or community centers, and food stamp offices see 
HMO marketing representatives crowd their lobbies and parking lots, dan- 
gling Nike shoes, diapers, and other “free gifts” before people to induce them 
to sign a piece of paper “agreeing to receive information,” when in fact they 
are signing up to enroll with the HMO. The situation may not be much 
better with Medicare HMOs, though it is harder to observe because mar- 
keting takes the form of aggressive door-to-door sales. 

Once enrolled in an HMO, Medicaid and Medicare beneficiaries remain 
uninformed about what they are entitled to receive. Observers reported that 
neither the HMOs nor the federal or state government adequately explained 
what benefits are covered or how to obtain referrals to special services. 
Consumer advocates expressed frustration with their inability to get a bill 
passed by the state legislature that would set up an HMO ombudsman 
program. These concerns may not be limited to publicly sponsored enrollees; 
a private insurance representative believed that in the view of individual 
patients, care has become more complicated and bureaucratic and choice has 
been reduced. 

There are some recent signs of improvement. Most believed that the state’s 
1995 crackdown on Medicaid HMO marketing practices was overdue. A few 
people were pleased by the attempts of a few HMOs to integrate health and 
social services for low-income enrollees and those needing long-term care. 
The Dade County school system has been reaching out to hospitals and 
clinics to help them set up school-based clinics, but the effort is still small 
compared to the need. Some believed that as more hospital beds become 
empty, some of them may be converted to long-term care for HIV patients. 

Though few insurers or providers spoke of it, consumer organization repre- 
sentatives reported that the numbers of uninsured people are rising, especially 
the number of young families, and that they are having a harder time gaining 
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access to care. Examples were numerous. Those representing immigrant 
groups reported that more Hispanics were being asked about their immi- 
gration status at area hospitals’ emergency rooms and that access to care had 
diminished for them. Those involved in programs that seek volunteer physi- 
cians to serve the uninsured report that fewer doctors are willing to provide 
free services to uninsured people. Uninsured children with special health care 
needs have few alternatives. Cuts on the order of $40 million for children’s 
mental health services were already being felt in reduced availability of ser- 
vices. The homeless have fewer places than before to turn for help. The Dade 
County Public Health Trust has a limited range of drugs available to unin- 
sured people, and that list is getting shorter. 


Future Developments 


The Miami/Ft. Lauderdale market is at a crucial juncture. With managed care 
(HMO and PPO) penetration reaching nearly 60 percent, an oversupply of 
providers, and a multitude of health plans vying for enrollees, rapid change is 
almost inevitable. Smaller HMOs are expected to leave the market or be pur- 
chased by large ones, leaving fewer plans covering the region. Hospital 
alliances are predicted to strengthen, mergers to increase, and the number 
and size of physician groups to grow. Columbia/HCA’ influence will continue 
to be felt as the organization proceeds with its strategy of buying and closing 
hospitals. More vertical integration will occur between hospitals and physi- 
cians; however, there is little evidence that insurers will adopt this strategy 
with providers, at least not until excess capacity has been squeezed out of the 
market. 

As long as price competition among managed care plans keeps annual 
premium rate increases low, purchasers will continue to have little motivation 
to organize. Should premium rates begin to rise again, however, business 
coalitions may revive. The large public employers, already pushing the 
managed care organizations to offer lower prices and better products, may 
begin to insist on more accountability from health plans. 

Safety net providers will continue to come under financial pressure, partic- 
ularly if federal Medicaid and state funding cutbacks occur. Public hospitals 
will be forced to become leaner and, to survive, will be forced to behave like 
their private sector competitors. While Dade and Broward counties retain the 
authority to distribute state primary care dollars, the extent to which those 
dollars (reduced by 33 percent from previous years) go to the hospitals and/or 
to community health centers will no doubt continue to be a controversial 
issue, just as it was when each county had to decide how many of these 
dollars to retain for its own primary care clinics. 


There is concern about the impact of Medicaid block grants and Medicare 
cuts on consumers. Everyone in the south Florida health care community 
seemed acutely aware that the state could lose out in the formulas currently 
under consideration, given the increasing numbers of elderly and poor in the 
state. And in an area repeatedly threatened by hurricanes, all seemed wary of 
the strain a severe storm could place on the shaky safety net of health and 
human services. 
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VY A V Overview 


Because the Wilmington, Delaware, health care market remained stable for 
many years, even small developments in the past two to three years represent 
accelerated change. The impetus for health system change came primarily 
from E. I. du Pont de Nemours & Company (DuPont), by far the largest and 
most influential employer in Wilmington. After offering a rich, fee-for-service 
health benefits package for decades, DuPont surprised the community by 
introducing and promoting managed care options for its employees. These 
options included point-of-service (POS) and closed-panel managed care 
plans, and the company offered incentives for employees to choose these 
options.' Since DuPont’s pathbreaking actions, Wilmington’s health plans, 
providers, and other employers have scrambled to prepare themselves for the 
new health care market now taking shape. The state, in its role as a health 
care purchaser, is also entering the managed care market by placing most of 
its Medicaid enrollees in managed care plans under a Section 1115 waiver 
beginning January 1, 1996. 

Despite these events, which are shaking up the major stakeholders in 
Wilmington’s health care market, managed care is only beginning to pene- 
trate the market; there is little clinical integration or aggressive management 
of care by health maintenance organizations (HMOs). Estimates of managed 
care penetration vary from 15 to 40 percent, largely due to differences in the 
definition of managed care. According to our respondents, the term “managed 
care” may refer to insurance products with only some of the following fea- 
tures: financial incentives for patients to use network physicians; closed 
provider panels; primary care physician gatekeepers; utilization review and 
prior authorization requirements; and discounted fee-for-service or capitated 
payments to providers. 

Wilmington providers have maintained a significant degree of control over 
their clinical practices and the type and level of reimbursement they receive 
from insurers. The hospital market is highly concentrated, with only two 
major systems, and hospitals are powerful market players. The dominant hos- 
pital system’s newest strategy is to bypass insurers; it has established a 
physician-hospital organization (PHO) that offers an insurance product. 
Although some primary care physicians in Wilmington are increasingly 
receptive to capitated reimbursement, specialists and hospitals remain 
opposed to it. 





‘In Wilmington, local observers use the term “point-of-service” to refer to managed care products 
that allow enrollees to go to out-of-network providers, albeit with higher cost-sharing require- 
ments. Physicians in these POS plans are not necessarily capitated; they may be reimbursed on a 
fee-for-service basis. 
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It is not yet clear who will be the ultimate winner in the struggle for power 
between providers and insurers. The outcome will depend, in part, on how 
fast and to what extent Wilmington’s local health care market expands to the 
urban areas outside Delaware’s borders. The Wilmington market’s boundaries 
are blurring, especially with regard to tertiary care, after many years as a self- 
contained health care community. The locally dominant hospital—the 
Medical Center of Delaware—now defines its market in regional terms to 
include affiliations with, and acquisition of, hospitals in Pennsylvania and 
Maryland. Conversely, neighboring Philadelphia’s hospitals and health 
systems are signing contracts with insurers that enable them to provide ter- 
tiary care to Delawareans. The transition from an insular, localized market to 
a competitive, regional one is the force behind managed care development 
and health system change in Wilmington. 


v A VW Community and Health System Background 
Demographics and the Economy 


The Wilmington area contains about two-thirds of Delaware’s total popu- 
lation of 700,000 people and includes an African American community and a 
growing Hispanic community. Delaware’s 1.2 percent average annual rate of 
population growth has been about equal to the national rate.’ 

The ethnic composition of the Wilmington area has been changing in the 
past several years. There has been a recent influx of Hispanics who work as 
agricultural laborers, although the available data indicate that they make up 
only about 2 percent of the state population. In contrast, the African 
American population has remained relatively stable, at about 17 percent of 
the state population. About half of the state’s African Americans reside in 
the Wilmington area. 

According to several major health status indicators, the health of people in 
Wilmington compares unfavorably with that in other areas. Wilmington’s 
infant mortality rate of 20.9 deaths per 1,000 live births is more than double 
the national average. Delaware ranks 10th in the United States in estimated 
new cancer cases per capita for 1995. A state official reports that 
Wilmington’s rates of illicit drug use, teenage pregnancy, and crime are com- 
parable to several major urban centers in the United States. 

DuPont has historically dominated the local economy, and Wilmington for 
many years could be described as a classic, conservative “company town.” 





*Because a high proportion of the state’s population is concentrated in the Wilmington area, 
state-level information is likely to be highly relevant on the local level. 
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DuPont’s strategic decisions, including the management of its health benefit 
programs, often have a ripple effect in the employer community and local 
economy. Wilmington also is the headquarters of other major corporations, 
such as Hercules, Inc.; MBNA America Bank; Wilmington Trust Bank; 
Delmarva Power; and Zeneca, Inc. Many of these large employers, including 
DuPont, cut back their workforces several years ago. Although DuPont’s rel- 
ative size and influence have diminished, it remains an important market 
player. Another major employer is the Delaware state government; it is one of 
the few major employers that has expanded its payroll in recent years. 
Before the rapid growth of MBNA America Bank, the Medical Center of 
Delaware was the second largest private employer in Wilmington. The 
Medical Center is a key player in the health system, enjoying the majority of 
inpatient admissions in the state and sound financial resources. 

Delaware’s unemployment rate is lower than the national average, and 
its proportion of people covered by employer-sponsored health insurance 
(71.2 percent) is high. About 13 percent of Delawareans have no health 
insurance, compared to 17.4 percent nationally. However, the state’s unin- 
sured rate is higher than other states in the mid-Atlantic region, such as 
Pennsylvania (7.8 percent) and New Jersey (10.8 percent). 


Health System History 


Wilmington has a long history of high-quality, fee-for-service medical care 
and a highly concentrated hospital market dominated by two major systems, 
both of them non-profit. In addition, one full-service pediatric facility is 
located in Wilmington. 

Blue Cross and Blue Shield of Delaware has been Wilmington’s dominant 
insurer for many years, but it is now facing stiff competition from other 
insurers’ managed care products. Some observers believe that the state’s 
health care market is ripe for the entrance of out-of-state, for-profit HMOs. 
In 1994, there were eight HMOs in the state with a combined enrollment of 
121,000 people. 

Between 1980 and 1991, Delaware was among the top 10 states for growth 
in health care spending. Delaware’s annual rate of health care spending 
growth (12 percent) is also the highest in the mid-Atlantic region. 


Health System Changes 
Public Policymakers 


Delaware’s two recent health care reforms focus on expanding access to 
health insurance but also address cost containment issues by emphasizing 
managed care and leveraging state dollars to gain additional private or federal 
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funding. These reforms were prompted by concern about cost-shifting;’ some 
reports indicate that Delaware’s private payers subsidize public payers to a 
greater extent than in any other state except South Carolina.* Much of the 
public policy discussion about health care in Delaware has come from the 
nine-member, public-private Delaware Health Care Commission, established 
in 1990. Both of the state’s Medicaid reforms were based on work by this 
commission. 

The first of these reforms, in 1993, expanded Medicaid to include all 
children under age 18 whose families had incomes below the federal poverty 
level. This expansion was tied to the establishment of the Nemours CHILD 
plan, a unique partnership between the state and the du Pont family’s 
Nemours Foundation. This managed care program includes plans for a 
network of pediatric primary care clinics, with referrals to the Alfred I. du 
Pont Institute, Delaware’s pediatric hospital. Medicaid covers the cost for 
uninsured children age six and under with family incomes below 133 percent 
of the federal poverty level and children under age 18 from families below the 
poverty level; the Nemours Foundation covers the cost for uninsured children 
with family incomes up to 175 percent of the poverty level; and all other 
uninsured families pay on a sliding scale. A total of 12 to 15 clinics across the 
state is planned, 10 of which have already opened. Three of these 10 clinics 
are located in Wilmington. 

The second significant state reform is the Diamond State Health Plan 
(DSHP), Delaware’s Section 1115 waiver program. This program, which 
begins operation on January 1, 1996, will expand Medicaid eligibility to all 
adults below the poverty level. About 9,000 new Medicaid enrollees will join 
the current Medicaid population in a managed care program that will offer at 
least three health plans in each of Delaware’s three counties. 

In addition, the Delaware Health Care Commission developed a small- 
employer insurance reform bill, based on language by the National 
Association of Insurance Commissioners, that was enacted by the legislature 
in 1990 (with amendments in 1992 and 1994). The intent of these laws is to 
increase access to health insurance coverage for employees in small businesses 
(3 to 25 employees) by means of guaranteed issue and renewability, rating 
restrictions, limitations on pre-existing-condition exclusions, and a small- 
employer reinsurance program. An expansion was enacted last year to include 
employers with 50 or fewer employees. Due to implementation delays, it is 
too soon to evaluate the impact of these reforms. 





*For example, a planning document for key state health policymakers noted that “no plan to curb 
rising costs would be successful unless a means of dealing with the costs of providing health care 
for the medically indigent was found.” 

‘Delaware Health Care Commission. “Cost Containment Committee Report on Medical 
Malpractice Reform for the Delaware Health Care Commission.” May 1, 1995. 
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In contrast to the Delaware Health Care Commission’s comprehensive 
approach, recent activity in the state legislature has responded more to con- 
sumers’ and providers’ specific complaints about insurance plan restrictions. 
For example, an “any willing provider” law for pharmacists was enacted in 
1994. Recent legislative proposals would require insurers to pay for a specified 
minimum number of hospital days for all new mothers and prevent insurers 
from using mandates or cost differentials to steer enrollees to lower-cost ter- 
tiary care facilities outside the state.‘ 


Purchasers 


Employers and Employer Coalitions 

DuPont is the dominant force in the business community and the local 
economy, although its influence has been diminishing during the past decade. 
The absence of a strong employer coalition in Wilmington enhances 
DuPont’s role as a market leader whose decisions about health benefits have a 
direct effect on the local health system. In general, Wilmington’s large 
employers, including DuPont, are responsive to their employees’ demands for 
comprehensive and high-quality health care coverage. 

Much of DuPont’s market clout stems from its size and historical role in 
Wilmington’s economy. Large numbers of Wilmington residents are 
employees, dependents, and retirees who receive health benefits from 
DuPont. The company is the largest private employer in Wilmington, even 
after reducing its workforce to 17,000. There is a history of close ties between 
Wilmington’s major employer and its major health care provider. Until 
recently, a senior executive at DuPont traditionally served as chairman of the 
board at the Medical Center of Delaware. 

Wilmington’s workforce contains an unusually large proportion of head- 
quarters employees of large corporations. These employees are well educated 
and sophisticated consumers who value comprehensive health benefits cov- 
erage, unrestricted physician choice, and responsive providers. The local 
presence of corporation headquarters also explains why many people in the 
Wilmington workforce (150,000 to 200,000) are covered under these large 
employers’ self-insured plans. 

Due to changes in its usury laws about a decade ago, Delaware attracts 
financial services companies, such as MBNA America Bank, which is now 
located in the Wilmington area and employs 12,000 people. Two other major 





‘This legislation requires health plans to include in their network any provider who is willing to 
meet the plan’s contract terms. 

SSeveral respondents mentioned that this proposal was introduced after one legislator (a DuPont 
employee) realized that he would pay more for his coronary bypass surgery if he used 
Wilmington’s Medical Center rather than a Philadelphia hospital. 
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private employers in Wilmington—Zeneca, Inc., a pharmaceutical and chem- 
icals company, and the Medical Center—each employ about 5,500 people. 
The second largest employer in Delaware is the state government, which cur- 
rently employs 13,000 people. 

Although large employers are a dominant force in Delaware’s communities 
and economy, the state is also home to thousands of very small employers. 
There is a total of 16,000 employers statewide, many of which employ fewer 
than five people. 

The most significant event in Wilmington’s health care market has been 
DuPont’s decision to move to managed care and increase its employees’ cost 
consciousness. On December 31, 1992, DuPont sent a letter to all its 
employees, dependents, and pensioners announcing changes in the delivery 
and financing of their health insurance.’ The letter informed them that 
beginning in 1994, only three health plans would be available. Two of these 
are managed care plans: a “lock-in” (closed-panel) plan with a 90 to 95 
percent employer contribution and a POS plan with financial incentives to 
use network providers (the employer pays 90 percent for in-network services 
and 70 percent for out-of-network services). The third plan offers cata- 
strophic benefits coverage. DuPont’s letter brought a new focus to health care 
cost issues by announcing that, starting in 1997, beneficiaries would share 
equally with DuPont any yearly increase in health care costs. This letter sent 
shock waves through the entire community. DuPont executives felt this sur- 
prise was necessary to avoid the resistance they expected from the provider 
and insurance sectors and DuPont employees. 

Many respondents spoke of DuPont’s announcement as having had major 
and still unfolding repercussions in the employer, insurer, provider, and con- 
sumer communities. It has affected all stakeholders, driving both hospital 
systems to reposition themselves to compete in the changing market. Using 
the provider network Aetna established for the contract with DuPont, the 
Delaware Chamber of Commerce now provides health coverage to about 
35,000 employees of small businesses.’ The health care community currently 
awaits DuPont/Aetna’s move to capitation for primary care, expected in 1996, 
which is expected to further stimulate market change. 

DuPont’s impact on the Wilmington community has been heightened by 
the absence of other major employers acting as proactive health insurance 
purchasers. The obvious vehicle through which large employers would 
purchase insurance is the Delaware Health Care Coalition, representing 





'The trigger for DuPont’s move to managed care was new Financial Accounting Standards Board 
guidelines for estimated future post-retirement health care costs for employees and pensioners. 
‘In fact, our DuPont respondent reported that the company decided against an exclusive network 
with Aetna because the company feels a responsibility to allow other employers the opportunity 
to use the same network. 


26 member companies that include both large (more than 2,000 employees) 
and small employers. However, in the coalition’s 15-year history, it has func- 
tioned primarily as a forum for employers to discuss health care benefits. 

It has no paid staff and has not been aggressive in pursuing purchasing 
strategies, benefits design, general cost containment, or potential changes in 
the Employee Retirement Income Security Act of 1974 (ERISA) that would 
affect self-funded employers. The lack of aggressive action on cost con- 
tainment is attributed, in part, to fears that large employers might take 
advantage of small ones by shifting costs instead of truly containing them. 
Moreover, employers may be relaxing because, although health insurance pre- 
miums in Delaware are still increasing, their rate of increase has slowed. 


State and Local Government as Purchasers for Low-Income People 
The biggest news in Wilmington about health insurance for low-income indi- 
viduals is the Diamond State Health Plan (DSHP), Delaware’s Section 1115 
waiver program scheduled to begin operation January 1, 1996. Delaware’s 
current Medicaid program has stringent income eligibility requirements that 
have limited the number of people who are eligible for coverage. DSHP will 
move a large portion of the state’s Medicaid population into managed care 
and will expand Medicaid eligibility to all uninsured adults with incomes at 
or below the federal poverty level (amounting to 9,000 new Medicaid recip- 
ients). All current and new Medicaid recipients will be enrolled in managed 
care, except long-term-care clients in nursing facilities who are covered under 
home- and community-based waivers, people eligible for both Medicare and 
Medicaid, and individuals in all eligibility categories who have already volun- 
tarily enrolled in managed care. 

Delaware will pay the same capitation rates to all plans chosen to partic- 
ipate in the DSHP. The rates are based on three years of cost data, aggregated 
by 12 variables based on age, gender, and aid category. Plans will compete for 
state contracts based on their capacity, their ability to provide all Medicaid 
services (e.g., Early and Periodic Screening Diagnosis and Treatment 
(EPSDT) services for children and adolescents, high-risk pregnancy services), 
their quality assurance programs, their grievance programs, and their ability to 
communicate electronically with the state Medicaid office. The plans are 
required to make good-faith efforts to contract with the two community 
health centers (CHCs) and one rural health center in the state. 

Health plans showed a high level of interest in obtaining DSHP contracts. 
Delaware’s Medicaid agency has contracted with two statewide plans, 
Amerihealth and Principal, as well as two regional plans. Medicaid recipients 
who live in New Castle County (a primarily urban area that contains the city 
of Wilmington) also may enroll in First State Health Plan—the Medical 
Center’s health services corporation. Recipients in Kent and Sussex counties 
(mostly rural areas) may enroll in a plan offered by Blue Cross and Blue 
Shield. Participating plans must be licensed in the state as managed care 
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organizations or health services corporations. The state expects that existing 
health plans will consider expansion and new health plans will form in 
response to the DSHP. 


Insurers and Health Plans 


History 

Blue Cross and Blue Shield of Delaware has historically dominated the state’s 
health insurance market, and it remains Delaware’s largest insurer. Although 
Blue Cross and Blue Shield is now facing increasing competition from for- 
profit HMOs and other insurers such as Aetna, its various insurance and 
HMO products cover about one-third of the people employed in the state. 
Although Wilmington’s providers have historically exerted considerable 
influence over the insurance sector, the balance of power now appears to be 
shifting as providers sign insurers’ contracts that impose discounted payment 
rates, prior authorization requirements, and other restrictions. 

Blue Cross and Blue Shield began offering an HMO product in 1983. This 
product was perceived as physician-friendly due to its minimal prior autho- 
rization requirements and relatively high reimbursement levels. The plan has 
not contained costs, but Blue Cross and Blue Shield reports that its product 
helped head off consumer and provider complaints. Principal HealthCare, 
another early entrant in the managed care market, followed Blue Cross and 
Blue Shield’s lead and also gained a reputation as physician-friendly. 
However, these approaches set a precedent that made market penetration dif- 
ficult for HMOs trying to reduce costs by contracting selectively with 
providers, implementing strict physician oversight mechanisms, and sharply 
discounting payment rates. An observer in the physician community reported 
that these aggressive HMOs had difficulty finding providers in Wilmington to 
join their networks. When Aetna initiated prior authorization requirements 
that participating physicians considered onerous, the uproar forced the insurer 
to back down and reduce the types of services for which prior authorization 
was necessary. 

Some observers note that as long as Wilmington’s health care market 
remains a local one, the city’s two dominant hospitals will wield more power 
than purchasers or insurers. The Medical Center’s minimal number of com- 
petitors and high occupancy rates have enabled it to resist insurers’ pressures 
to cut costs or offer steep discounts. Although St. Francis Hospital is less pow- 
erful, it too has taken a bold stance with insurers. In late July 1995, 8 of its 15 
trustees, including the hospital’s president and CEO, resigned in order to 
avoid signing a contract with U.S. Healthcare. Franciscan Health System, St. 
Francis’ parent company, had supported the new contract, which would have 


implemented capitated payments for hospital care.’ The trustees who resigned 
felt there were “fundamental differences” between the mission of the hospital 
and U.S. Healthcare. For example, one observer reported that St. Francis has 
criticized the HMO for spending less than 73 cents of each premium dollar on 
health care, compared to Delaware-based HMOs, which spend about 90 cents 
of each premium dollar on health care. Some St. Francis administrators and 
physicians assert that U.S. Healthcare’s profits are excessive, and they resent a 
perceived loss of autonomy to the HMO in clinical decision making and 
patient care." At the time this report is being prepared, the conflict between 
St. Francis’ trustees and its parent company and U.S. Healthcare remains 
unresolved. 

As insurers force the market to compete on a regional level, especially in 
response to employers’ increased attention to cost containment, local 
providers may see fewer of their demands met. For example, the new man- 
agement at Principal is implementing some of the stringent prior autho- 
rization requirements whose earlier absence earned the physicians’ approval. 
Large employers, such as DuPont, are also a potentially formidable impetus for 
change. As one respondent commented, “The first rate-limiting step [in 
managed care development] is what the major industries in town want. The 
day that DuPont says, ‘We’re moving to capitation,’ everyone will ask, 
‘How?” If the current trend continues, the course of health system change in 
Wilmington will be decided more by insurers and employers than by 
providers. 


Market Share 

Based upon reports from the state’s eight HMOs, 17.2 percent of Delawareans 
are enrolled in their plans. Aetna Health Plans’ market share recently surged 
when it signed on as Third Party Administrator for DuPont’s self-funded plan. 
Aetna’s success in winning the regional DuPont contract from CIGNA con- 
tributed to the latter’s exit from the Delaware market. Principal HealthCare, 
which operates in both the Delaware and Maryland markets, also has a signif- 
icant presence in Wilmington. More than half of Delawareans enrolled in 
HMOs were covered by Principal in 1993. Currently, Principal has an appli- 
cation pending in Pennsylvania; its approval would help the insurer secure a 
regional base. Pennsylvania-based U.S. Healthcare has begun to penetrate the 
market and is quickly increasing its market share by means of price-driven 





In contrast to its small market share in Wilmington, U.S. Healthcare is a significant presence in 
other markets, such as Philadelphia, which are served by Franciscan Health System facilities. 
The insurer will not contract with any Franciscan facilities unless all sign the current contract, 
which stipulates capitated payment. 

Harriman, J. “St. Francis: Tradition, Corporatizing Clash.” Sunday News Journal, vol. 21, no. 30, 
August 20, 1995, p. Al. 
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competition. In 1993, 13 percent of individuals enrolled in an HMO in 
Delaware were covered by U.S. Healthcare. 

In the absence of state-collected data, there is abundant (and sometimes 
conflicting) anecdotal information on enrollment trends in managed care." 
Most HMOs are independent practice association (IPA)-type plans that 
enroll all credentialed physicians who wish to join the networks; preferred 
provider organizations (PPOs) are less common; and staff and group model 
HMOs are rare. The fastest-growing product type is the POS plan. Some for- 
profit HMOs, such as U.S. HealthCare, have had to add POS options to 
remain competitive in Delaware’s market. One observer remarked that the 
popularity of the POS option stems from its “transitional” approach to 
managed care. The POS approach allows both providers and consumers to 
acclimate to the idea of managed care and some of its restrictions. For 
example, health plans currently manage costs with mechanisms such as 
primary care gatekeepers, fee schedules, utilization review, clinical pathways, 
and an emphasis on outpatient care. 


Recent Actions and Outcomes 

Consolidation among insurers is beginning in the Delaware market, but this 
activity is currently confined to small, local HMOs. An upcoming merger will 
fold three HMOs—Delaware Valley HMO, Healthcare Delaware, and 
Keystone—into one HMO owned by AmeriHealth. Larger-scale consoli- 
dation is predicted within the next several years, primarily because the state’s 
market may be too small to support six or seven major insurers. 

At this stage of managed care development, health plans in Wilmington 
are not aggressively selecting or excluding physicians. Provider networks in 
Wilmington remain open to all primary care physicians, and new networks 
are open to all interested specialists. In general, older networks are neither 
recruiting additional specialists nor dropping physicians. However, an over- 
supply of specialists in the networks may become a problem in a few years, as 
the next stage of managed care development unfolds. 

At present, Delaware insurers have not been able to contract solely with 
one hospital system. Although St. Francis is a low-cost hospital, it cannot 
offer the tertiary services provided by the Medical Center and thus is not a 
good candidate for an exclusive contract. It would appear that such a contract 
would be possible with the Medical Center, but employee dissatisfaction 
about restricted choice caused both Blue Cross and Blue Shield and Principal 
to drop their plans for an exclusive contract. 





"Obtaining accurate information on market share by health plan product type is difficult in 
Delaware. The Department of Insurance does not require insurers, who may offer a range of 
indemnity and managed care products, to report enrollment broken down by product type. 
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Insurers have historically offered generous payments to providers. For many 
years, Blue Cross and Blue Shield calculated its fee schedule each year based 
on the 90th percentile of charges submitted during the previous year. 
Physicians could raise rates at the end of a given year so that the 90th per- 
centile reflected the reimbursement they sought in the coming year. 

In recent years, however, Blue Cross and Blue Shield has introduced new 
payment strategies. Primary care physicians in its HMO and POS plans are 
capitated. Blue Cross and Blue Shield began to reimburse some participating 
physicians based on a modified resource-based relative value system (RBRVS) 
scale in 1994, a change that angered many specialists and surprised the 
physician community.12 As Wilmington physicians are forced to accept 
managed care plans’ increasingly discounted reimbursement rates, they look 
to Blue Cross and Blue Shield to fill the gap by keeping its reimbursements 
“appropriate.” However, Blue Cross and Blue Shield’s high premiums attract 
to the market competing insurers who easily can undercut its rates. If it 
wishes to remain competitive in the long run, Blue Cross and Blue Shield will 
find it difficult to sustain its historically generous physician reimbursement 
levels. 

Only recently have insurers begun to significantly discount payments to 
physicians. With a significant market share endowed by its DuPont contract, 
Aetna negotiated 20 percent discounts with network physicians. Until then, 
most physicians’ fees had been discounted only 3 or 4 percent, even by 
Principal and other HMOs. 

Employers’ recent interest in POS plans represents a significant new trend 
and has led insurers to introduce POS products. To maintain its market share 
by meeting employers’ demands, Blue Cross and Blue Shield developed 
several types of insurance products, including a POS plan. Blue Cross and 
Blue Shield reports that its resources have been stretched thin by this 
approach, in contrast to for-profit HMOs, which may focus on developing and 
marketing a single product. A new player in the insurance sector is the PHO 
affiliated with the Medical Center, whose POS product is too new to predict 
its success. In addition, the regional for-profit organizations may have an 
opportunity to enter the market during the next two years. Their success will 
depend, in part, upon whether Wilmington’s market boundaries remain 
intact, which would preserve the power of local hospitals and physicians. 
Moreover, DuPont and other employers seeking to further reduce their health 
care expenditures may create opportunities for lower-cost insurers. 


Providers 


The Wilmington workforce enjoys enough clout with employers to guarantee 
employees’ right to choose providers. In turn, this has granted providers 
leverage with the insurance sector, both for obtaining contracts and for influ- 
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encing the terms of those contracts. Although Wilmington’s providers have 
preserved much of their autonomy, they are concerned about impending pres- 
sures from managed care. Providers realize that these pressures will capitalize, 
in particular, on excess capacity in the hospital sector and the specialist 
physician community. 


Hospitals 

Wilmington is essentially a two-hospital market. Each of the two major 
Wilmington hospitals has adopted a different strategy in anticipation of a 
more competitive, regional marketplace. The Medical Center obtained an 
insurance license and began operating a PHO, called Mid-Atlantic Health 
Systems, Inc., in April 1995. It also has formed a health services corporation 
to participate in the state’s new Medicaid managed care program, in addition 
to exploring affiliation agreements with smaller hospitals in the region. In 
contrast, St. Francis Hospital sold its affiliated HMO several years ago to 
Independence Blue Cross, a Philadelphia-based Blue plan, and is now focused 
on developing a network of primary care clinics. 

The Medical Center of Delaware, a 1,100-bed non-profit entity, provides 
care to 55 to 60 percent of all inpatients admitted. statewide. The Medical 
Center has a 65 to 70 percent occupancy rate and $150 million in reserves 
and owns several facilities. It has a medical and dental staff of 1,200. 
Approximately 30 percent of the Medical Center’s patients are supported by 
Medicare, 15 percent by Medicaid, and the remainder by commercial insurers 
and managed care plans. In late July 1995, the Medical Center acquired the 
third largest hospital in Wilmington, Riverside Hospital (35 acute care beds), 
and its Extended Care Pavilion, a nursing home with 99 beds. Riverside had 
been struggling financially due to low occupancy rates. The majority of its 
patients are elderly and are covered by Medicare. 

The other major Wilmington hospital, St. Francis, primarily serves New 
Castle County; fewer than 10 percent of its patients come from other 
counties or states. Like the Medical Center, its occupancy rate is 65 to 70 
percent. St. Francis has 395 licensed beds and about $50 million in reserves. 
There are 700 physicians on staff (400 specialists and 300 primary care practi- 
tioners). About 50 percent of St. Francis’ patients are covered by Medicare 
and 10 percent by Medicaid; the remainder are privately insured. St. Francis 
is a flagship hospital in the Franciscan Health System, which operates 13 hos- 
pitals and 7 nursing homes in several states. Tensions have developed in 
recent years as responsibility for some management decisions has shifted from 
the local hospital to the parent company. New challenges are on the horizon 
as Catholic health care organizations undergo consolidation; currently, 
Franciscan Health System is negotiating a merger with Catholic Health 
Corporation of Omaha and the Sisters of Charity Health Systems of 
Cincinnati. 


Located just outside Wilmington, the Alfred I. du Pont Institute is a pedi- 
atric acute care hospital that has evolved during the past 10 years from an 
orthopedic hospital. Fifteen percent of its funding comes from the Nemours 
Foundation, providing the hospital with financial security and the ability to 
purchase state-of-the-art technology, equipment, and physician services. 
Medicaid reimbursement constitutes 40 percent of the Institute’s funding, and 
private insurance represents the remaining 45 percent. 


Recent Actions 

The two major hospitals are developing health insurance products and 
physician networks to remain viable in anticipation of an increasingly com- 
petitive market. The Medical Center is clearly the dominant member of a 
new PHO called Mid-Atlantic Health Systems. Several other hospitals in the 
region are involved, though not St. Francis. The PHO’s 650 physician 
members currently include 250 to 300 primary care physicians and over 300 
specialists. Physicians are paid on a discounted fee-for-service basis, and the 
hospitals receive discounted fees. One interviewee reported that physicians 
are joining the PHO to avoid having their practices bought by Philadelphia 
hospitals or contracting with insurers who ultimately might demand 
enormous discounts. The PHO contracts with an insurance company for mar- 
keting services and third-party administrative functions. 

Mid-Atlantic Health Systems offers a POS product and has enrolled over 
5,000 Medical Center employees and their dependents. The POS plan will 
probably accustom physicians to discounted fees and the concept of managed 
care. The PHO intends to introduce two capitated risk products in late 1995. 
Marketing will be directed to smaller employers because the PHO is too inex- 
perienced to go “head-to-head” with the major insurers for the large 
employers’ business. According to one provider, a major impediment to a shift 
to capitation is physicians’ lack of knowledge about working in a managed 
care environment. 

Wilmington providers seem unwilling to assume the risk traditionally born 
by insurers without an opportunity to share in the financial rewards. In fact, 
the Medical Center has created a PHO with an insurance license, on the 
premise that the insurance industry is becoming redundant. One provider rep- 
resentative commented, “What is the fundamental understanding of 
insurance? Well, it’s a sharing of risk across a population. But when you shift 
all of the risk to the providers, what is the role of the insurance company? 
They do not have a role.” 

St. Francis Hospital is Wilmington’s leader in primary care network devel- 
opment. The hospital owns 13 primary care “satellites,” including family 
practices, an obstetrics/gynecology practice, and a pediatric practice. About 
40 physicians serve the clinics, which record 100,000 patient visits per year. 
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The physicians are salaried hospital employees who receive benefits and par- 
ticipate in an incentive compensation program. The hospital reports that it 
views these physicians as partners. 


Quality Control Initiatives 

Wilmington hospitals are quick to acknowledge the importance of measuring 
the quality of their medical care. The hospitals have begun using quality indi- 
cators, but they admit that their measurement tools are only in the initial 
stages of development. 

The Medical Center has allocated $400,000 toward the development of a 
community health information network (CHIN). This computer-based infor- 
mation system is scheduled to start up in late 1995. At first, the CHIN will be 
used mainly for insurance verification. It is expected eventually to help 
remove redundancies in patient care and record keeping, which will improve 
the quality of care. 

Rather than respond to external quality-of-care reporting systems, such as 
Health Plan Employer Data and Information Set (HEDIS), administrators at 
the Medical Center and St. Francis Hospital developed clinically focused 
internal measures, such as the number of surgical complications or the rate of 
unnecessary hospital readmission. St. Francis measures quality each month 
using 15 to 20 indicators. Mid-Atlantic Health Systems (the PHO affiliated 
with the Medical Center) uses some HEDIS measures to assess quality of care 
but considers these indicators too narrow. 


Cost Containment Initiatives 

Due in part to the two major hospitals’ control of the Wilmington market, 
insurers were unable to force aggressive cost containment for many years. Yet 
both of Wilmington’s major hospitals report implementing cost-cutting mea- 
sures, presumably on their own initiative, in anticipation of increased compe- 
tition. The Medical Center, aware of lower costs for tertiary care in some 
Philadelphia and Baltimore hospitals, has reduced its charges for coronary 
artery bypass graft surgery from $48,000 to $27,000. It reports that its charges 
came down an average of 10 percent overall during the past five years. Each 
department in the hospital has been asked to produce a re-engineering plan 
designed to streamline operations and increase efficiency. 

St. Francis views itself as a good fiscal manager that has pursued a range of 
strategies designed to cut costs in both the short and long term. It has 
examined non-health-care industries to discover how to function efficiently 
and how to please customers. All of its employees are in an incentive com- 
pensation program modeled after one developed by St. Francis’ neighbor, 
MBNA America Bank. St. Francis states that its average per-case charges are 
40 percent below those of the Medical Center and 20 percent below those of 
Riverside Hospital. St. Francis also states that it has lowered supply costs to 
the 20th percentile for comparable facilities. The hospital has developed 30 


clinical pathways—step-by-step, disease-specific guidelines identifying the 
most efficient way to provide care. Apparently anticipating managed care’s 
financial incentives, St. Francis hopes that using clinical pathways will dra- 
matically reduce patients’ lengths of stay. 


Physicians 

From the perspective of the physician community, one of the most significant 
new trends in the Wilmington market has been insurance companies’ 
increased pressure on physicians to accept discounted payment. This new 
stance is especially problematic in private practices, particularly for specialists, 
because these solo practitioners and small physician groups lack the ability to 
negotiate with insurers. 

Most physicians are paid on a fee-for-service basis. However, some primary 
care physicians now welcome capitation. According to one observer, the few 
capitated plans in Delaware have tended to attract young, healthy enrollees 
whose low use of services has been favorable to the participating primary care 
physicians. No specialists are reimbursed on a capitated basis in Delaware, 
and these physicians remain largely opposed to capitation. 

Physicians commented that the new managed care systems are very careful 
to recruit popular and respected physicians for their panels, thus making their 
plans more palatable to consumers. Well-known specialty groups are included 
in managed care networks, making patients’ transition into managed care 
“almost seamless,” according to one provider. However, observers predict that, 
within a few years, physicians will be selected based partly on economic cri- 
teria instead of solely on their medical reputations. Providers have responded 
negatively to DuPont’s Aetna contract; although its current physician 
selection process is highly inclusionary, physicians are concerned that Aetna 
will reduce its provider network’s size as it shifts to a more cost-conscious 
managed care strategy. From the consumer perspective, those in managed care 
plans may begin to notice that their access to certain physicians is restricted. 

Physicians tend to serve both major Wilmington hospitals. However, with 
increasing competition between hospital systems, this may change. Health 
plans may develop exclusive relationships with physicians, leading to their 
alignment with only one hospital system. 

According to one specialist physician, horizontal integration should be the 
wave of the future because it would give physicians greater leverage in negoti- 
ating with insurers. One of the first efforts to achieve horizontal integration” 
in Wilmington involved the recent merger of 22 physicians practicing in 
three specialties: oncology, hematology, and pathology. The first goal was to 





3Horizontal integration refers to the coordination of functions, activities, or operating units that 
are at the same stage in the process of delivering services. 


. 
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decrease overhead expenses by consolidating executive functions. They also 
intend to consolidate services and develop better information systems. This 
newly integrated specialty group views itself as competitively positioned for 
the future, especially with regard to the Philadelphia and Baltimore markets. 
Another proactive physician, a general internist, has formed an internal med- 
icine group. Unlike the multi-specialty group, his strategy is to bring in “new 
blood”— individual physicians with no prior commitments or loyalties to 
other groups. 

Despite the pioneering efforts of several Wilmington physicians, one 
observer reflected that large-scale horizontal integration of physicians is 
unlikely: “It’s easier for physicians just to sell their practices to the hospital. 
That’s because most physicians are business-naive. I’m afraid the opportunity 
for horizontal integration will probably pass us by.” If this is true, the 
Wilmington market probably will not see the growth of powerful physician 
groups that has occurred in certain California communities (e.g., Orange 
County). Given their greater financial resources and business acumen, and 
their more consolidated market position, Wilmington hospitals are more 
likely than physicians to take a proactive role in restructuring the provider 
community to respond to changing health care market forces. 


Safety Net Providers 

Since 1990, the proportion of Delaware residents without health insurance 
has remained fairly steady at 13 to 14 percent. Until now, most progress has 
occurred in the 4-and-under age group; Medicaid expansions have reduced 
the rate of uninsured children age 4 and under to 8 percent—half of what it 
was four years ago. There is hope for similar progress for the 30-to-64-year old 
population after the DSHP takes effect in January 1996. Currently, this age 
group makes up 40 percent of the uninsured population. The combined 
impact of the DSHP and the growth of managed care in the private health 
insurance market has generated some concern among providers serving low- 
income people. Even after the latest Medicaid reforms, Delaware will have 
65,000 uninsured people relying on private hospitals and public providers for 
their care. The Nemours Foundation will be able to subsidize the provision of 
care to some uninsured children and seniors at its clinics. However, many 
observers are concerned; Delaware’s public health director is worried about 
the financial viability of the state public health clinics after they lose some of 
their revenues when Medicaid funds are consolidated under DSHP provider 
contracts. 

Both of Wilmington’s two major hospitals devote 5 to 6 percent of their 
budget to indigent care. St. Francis’ charity programs include homeless 
shelters, soup kitchens, and an outreach program that uses the St. Clare 
Medical Van. In addition, both hospitals are part of the Delaware Health 
Plan Consortium, whose board of directors includes five Delaware hospitals, 


two insurers, two physicians, and a state representative. This public/private 
consortium is attempting to increase insurance coverage among low-income 
employed people and their families who lack employer-sponsored benefits by 
offering low-cost health insurance. This new program “has not taken off as it 
should,” said one observer, and many people are still uninsured. 

Wilmington’s two CHCs also provide primary and preventive care to low- 
income people. Henrietta Johnson, a federally qualified health center 
(FQHC) established in 1980, is the larger of the two and serves a predomi- 
nantly African American patient population. Westside Health Service, an 
FQHC now in its sixth year of operation, has twice as many Hispanic as 
African American patients and employs a bilingual medical staff. Between 
one-third and one-half of patients at these two CHCs are insured by 
Medicaid; about one-third are uninsured. 

Wilmington’s CHCs might have been expected to oppose the DSHP 
because it does not require participating managed care plans to contract with 
them and it specifically removes federal requirements that they receive cost- 
based reimbursement. However, the CHCs do not seem overly concerned 
about losing patients or revenues. Although participating health plans are not 
technically required to contract with the CHCs, the state will require them 
to do so unless the plans can provide all of health centers’ services. Moreover, 
the CHCs are hopeful that some of their uninsured patients will be covered 
by Medicaid expansions. The CHCs seem less worried about their fate under 
the DSHP than they are about the operational consequences of moving to 
capitation. These issues can be a major challenge to health centers lacking 
the financial and administrative resources for restructuring their information 
systems and rethinking patient care delivery. 

Other providers in Wilmington also offer safety-net services to the com- 
munity. These providers include clinics established by the Nemours 
Foundation, which funds services for children (discussed previously) and low- 
income seniors. The Nemours seniors’ clinic houses Delaware’s largest 
pharmacy, which charges patients 20 percent of the total bill and fills approxi- 
mately 1,000 prescriptions daily. 

Four state public health clinics in Wilmington have been providing some 
basic care (i.e., maternity services, treatment for sexually transmitted diseases, 
tuberculosis screens) to Medicaid-insured, underinsured, and uninsured 
people. Some public health services traditionally provided by these clinics, 
such as well-child care, are now provided by the Nemours clinics. Although 
some people assume that state public health clinics will be unnecessary after 
implementation of the DSHP, the state director of public health asserts that 
the clinics will continue to be important sources of health care for the thou- 
sands of people left uninsured even after the DSHP’s Medicaid eligibility 
expansion. 
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Consumers 

Commercially insured people in Wilmington seem satisfied with the quality, 
accessibility, and costs of their health care. They have successfully resisted 
efforts to limit their choice of physicians or to send insureds to Philadelphia 
or Baltimore for tertiary care. This apparent satisfaction is an ironic counter- 
point to Wilmington respondents’ frequent mention of Delaware’s poor 
standing on health status indicators, such as cancer incidence and infant mor- 
tality rates. 

In part, privately insured Wilmington residents can resist unwelcome 
health system change because there are so many headquarters employees in 
the workforce. For example, DuPont diligently works to ensure that its 
employees are satisfied with its health plan’s member services department and 
has urged Aetna to make improvements in this area. Although DuPont even- 
tually will require its employees and retirees to share equally in health 
insurance cost increases, the company announced this change five years in 
advance. 

Medicaid recipients in Delaware are in the midst of a transition to 
managed care under the DSHP. Delaware’s economy is healthy, which lends 
credibility to the assertion that the DSHP’s primary goal is not merely to 
achieve cost containment but to enhance low-income individuals’ access to 
public insurance coverage and timely and appropriate health services. In com- 
parison, many other states that promote expansion of Medicaid managed care 
have serious budget problems and are driven by cost pressures. 

Individuals who remain uninsured in a community undergoing health 
system change face an uncertain fate. On the one hand, there may be fewer 
uninsured people after the state’s planned expansion of Medicaid eligibility to 
cover 9,000 previously uninsured individuals and the Delaware Health Plan 
Consortium’s program to offer basic health coverage to the state’s employed 
uninsured and their families. On the other hand, expansion of managed care 
and increasingly aggressive “management” by health plans may erode 
Wilmington providers’ ability to absorb the cost of charity care. 


Future Developments 


Until now, Wilmington has been dominated by one employer and one hos- 
pital system with many formal and informal ties to each other. However, this 
relationship between the major health care purchaser and the major provider 
is beginning to unravel as both lose some degree of dominance. DuPont’s pro- 
portional share of the Wilmington workforce is decreasing, and the Medical 
Center faces increased price competition from Philadelphia and Baltimore 


hospitals. To date, the market has remained local and self-contained, but its 
boundaries are eroding to include “outsiders.” As these out-of-state insurers 
and providers secure contracts to serve Wilmington residents, local providers 
and, in turn, privately insured consumers will feel increasing pressure to 
embrace managed care. 
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The following table defines the Snapshot communities in terms of the 


counties included in each health care market. Data for these counties were 


extracted from the Area Resource File to construct the table presented in the 





introduction. 

Site Counties 

Albuquerque Bernalillo (NM) 

Boston Essex, Plymouth, Suffolk, Middlesex, 
Norfolk (MA) 

Columbia Richland, Lexington, Newberry, 
Fairfield (SC) 

Des Moines Boone, Story, Marshall, Dallas, Polk, 


Fargo, N.D./West Central Minnesota 


Houston 


Indianapolis 


Minneapolis/St. Paul 


North Central Florida 


Orange County 
Portland, Oreg./Vancouver, Wash. 


St. Louis 


San Diego 
South Florida 


Wilmington 


Jasper, Madison, Warren, 


Marion (IA) 


Clay, Becker, Beltrami, Clearwater, 
Grant, Hubbard, Mahnomen, 
Marshall, Norman, Otter Tail, 
Pennington, Polk, Red Lake, 
Wilkin (MN); Cass, Barnes, 
Grand Forks, Traill (ND) 


Harris (TX) 


Marion, Boone, Hamilton, Hancock, 
Shelby, Johnson, Morgan, and 
Hendricks (IN) 


Hennepin, Ramsey, Anoka, Carver, 
Dakota, Scott, Washington (MN) 


Alachua, Putnam, Marion, Levy, 
Gilchrist, Dixie, Lafayette, 
Suwannee, Columbia, Union, 
Bradford, Clay, Baker, Hamilton, 
Madison, Taylor (FL) 


Orange (CA) 


Washington, Multnomah, 
Clackamas (OR); Clark (WA) 


St. Louis City, Franklin, Jefferson, 
Lincoln, St. Charles, St. Louis, 
Warren (MO); Madison, 

St. Clair (IL) 


San Diego (CA) 


Dade, Broward, and Palm 
Beach (FL) 


New Castle (DE) 
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vY A WV Appendix B: Consumer Surveys 


The site visit reports for the 15 Snapshot Study communities that make up 
the majority of this volume reflect the views of health care experts and con- 
sumer advocates regarding changes in their local health care systems. The 
Robert Wood Johnson Foundation also is concerned about how these changes 
affect the health and health care of the residents of those communities, as 
they may suggest how changes affect Americans generally. To find out more 
about the experiences and opinions of the public, the Foundation funded a 
survey to complement the site visit findings. 

The survey took place in the summer of 1995—the same time the com- 
munity site visits were under way—by Louis Harris and Associates. Fifteen- 
minute telephone interviews were conducted with 5,111 adults age 18 or 
older. They surveyed 1) a nationally representative sample of 605 households, 
who were asked about conditions in their own communities, and 2) represen- 
tative samples of approximately 300 households in each of the 15 Snapshot 
Communities. Having the national sample allows comparison between the 
experience in individual snapshot communities and the nation as a whole. 

The surveys explore public perceptions about changes in the health care 
system during the past three years, attitudes about the growth of managed 
care and other system changes, and concerns and worries about health care in 
the future. 

The fact sheets that appear in the following pages provide information on 
consumer opinions and perceptions in each of the 15 Snapshot Study com- 
munities. They provide a different way to look at local health care changes, as 
described by the professional experts. The symbols (A, W, )) used with the 
above statements show where consumers’ responses for a particular com- 
munity differ significantly from those of people interviewed in the national 
survey. The arrows indicate whether these responses suggest that the local 
community is better off (A) or worse off (W) than people in the nation as a 
whole. The square (Q) indicates there is a statistically significant difference 
between community and national data, but that difference cannot be charac- 
terized as good or bad. For statements without these symbols, the differences 
between local and national responses were not statistically significant. More 
information about the survey is available from the Foundation. 
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HEALTH 
TRACKING 


A Robert Wood 
Johnson Foundation 


SNAPSHOT COMMUNITY CONSUMER SURVEY 
Albuquerque, N.M. 


Albuquerque’s health care market experienced significant change over the past 10 years 
but has been relatively stable for the last year and a half. Uninsurance is high in part 
because 80% of the workforce is employed by small firms or self-employed, and 55% of the 
area’s small businesses do not offer health insurance. With only a half-million insured 
individuals, many believe the market is not large enough for all its current insurers and 
providers. Most hospitals have joined one of four delivery systems, but this has not 
eliminated the overcapacity of hospital beds. The four delivery systems and their closely 
affiliated health plans are locked in a competitive zero-sum game. Physicians—especially 
specialists—are responding to declining incomes and loss of clinical autonomy by forming 
group practices and trying to operate independently from the major hospital systems. 





project monitoring Demographics Rice 
health system change (percent of population, 1990) 
Asian/Pacific 
Age Islander 1.2% 


(percent of population, 1990) 











29.7% 





65 and over Eskimo/Aleut 
10.4% Household Income (fe 
(percent of population, 1989) African- 
American 
19 years $100,000/yr and over 2.1% 
and under 3.5% 







American Indian/ 








Hispanic Origin 
38.1% 







Under 
$25,000/yr 
44.2% 





$25,000- 
100,000/yr 
52.2% 


Source: US Department of Commerce, 
Bureau of the Census 


Consumer Survey Data—1995 


Health Insurance Status 


ALBUQUERQUE NATIONALLY 
Fee-for-Service 23% 39% 
Health Status HMO 35% 22% 
PPO 6% 11% 
Uninsured 20% 15% 
Rate of Change 
In Local Health System 
Excellent or 
Very Good ALBUQUERQUE NATIONALLY 
61% Fast 41% 35% 
Slow or not at all 53% 60% 


Local Health Care System Needs... 


ALBUQUERQUE NATIONALLY 
: Minor Changes 27% 29% 
Note: Numbers don’t always add to ps 2 
100% because some respondents Fundamental Changes _ 53% 46% 
answered “Don’t Know.” To Be Completely Rebuilt 16% 19% 


Source: Louis Harris and Assoc., Inc. 








(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 








Access to health services community’s opinions with those of people nationally. 
In the past year, 8% (12%) needed medical care but didn’t get it 
In the past 2 years, 16% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, VY 24% (17%) found it more difficult to get needed medical care; 14% (13%) found it easier 


69% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 
19% (29%) go to a doctor’s office 
A 12% (22%) go to a hospital emergency room 
12% (12%) go to an HMO or physician group practice 
13% (12%) go to a hospital outpatient department 
9% (11%) go to a public clinic 
5% (6%) go toa community health center 


Quality of care received 


Compared to 3 years ago, 41% (versus 46% nationally) find the quality of medical care has improved; 26% (25%) gotten worse 
Over the last 3 years, 18% (15%) think the quality of hospital care has improved; A 15% (21%) gotten worse 
Over the last 3 years, 14% (19%) think the quality of physician care has improved; 19% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
39% (44%) — providing good care overall 
42% (42%) — making sure they understand medical problems or medications 
34% (37%) — spending enough time with them 


Costs and insurance 


67% (versus 73% nationally) say that their family health care costs are under control; 26% (26%) out of control 
Of the survey respondents who have health insurance: 
33% (35%) rate as excellent their choice of doctors 
A 37% (25%) rate as excellent reasonableness of out-of-pocket payments 
V 14% (8%) rate as poor ease of changing doctors 
V 27% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


35% (versus 38% nationally) say changes in the health care system are making it better; 56% (53%) are making it worse 
59% (59%) think the trend to managed care is a good thing; 30% (28%) is a bad thing 

43% (48%) think managed care will improve the quality of care people receive; 44% (39%) will harm quality 

54% (59%) think managed care will help contain costs; 36% (30%) will not help contain costs 


The future: looking ahead 5 years 


VY 42% (versus 49% nationally) think that the quality of medical care will be better; 48% (43%) that quality will be worse 
90% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 
91% (89%) anticipate that out-of-pocket costs for medical care will increase 
80% (82%) think that the number of people who won’t be able to afford medical care will be larger than it is today 
42% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 

A 33% (41%) worry their current health plan will cut back benefits substantially 

A 31% (38%) worry they won’t be able to pay for a nursing home when they or a family member need it 

A 24% (31%) worry they won’t be able to go to the same doctor they go to now 


The symbols (A, W, O,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square O indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 


605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 


Albuquerque, N.M. 





HE 
TRACKING 


LTH 


A Robert Wood 
Johnson Foundation 
project monitoring 
health system change 


SNAPSHOT COMMUNITY CONSUMER SURVEY 
Boston, Mass. 


In Boston these days, bigger is better. Hospitals are merging with hospitals and health plans are 
merging with health plans in efforts to control the largest market share. Though a market with high 
managed care penetration, health plans in the area historically functioned more like preferred 
provider organizations (PPOs), with only modest care management and capitation. Today, health 
plans are growing, instituting more stringent managed care tactics, paying providers preset rates, and 
steering patients to selected hospitals. Observers nevertheless expect the area’s high costs, oversup- 
ply of hospital beds, and provider-dominated system to continue for a few years. Employers have not 
played an active role in shaping the health care system, but the new Massachusetts Healthcare 
Purchasing Group threatens to be more active. The state’s Free Care Pool has provided safety-net 
financing for care of uninsured people, giving hospitals and some community health centers added 
financial security. However, some advocates fear that a new Medicaid 1115 waiver could undermine 
the state’s long-held commitment to care for uninsured patients. 


Demographics 
Race 
(percent of population, 1990) 
Age American Indian/ Asian/Pacific 


(percent of population, 1990) Eskimo/Aleut 0.2%\ Islander 2.4% 






Other 


African-American 22% 


46% 


65 and over Household Income 


(percent of population, 1989) 












$100,000/yr and over 
7% 


12.8% 
19 years 
15-69 (Soe 
18.4% 2 
20-44 
42.9% 


$25,000- 
100,000/yr 
61.4% 


Hispanic Origin 
4.3% 


Source: US Department of Commerce, 
Bureau of the Census 





Consumer Survey Data—1995 


Health Insurance Status 





BOSTON NATIONALLY 
Fee-for-Service 33% 39% 
Health Status HMO 37% 22% 
PPO 6% 11% 
Fair or Poor Uninsured 10% 15% 
Rate of Change 
Pxcallantiok In Local Health System 
Very Good BOSTON NATIONALLY 
65% Fast 34% 35% 
Slow or not at all 61% 60% 


Local Health Care System Needs... 











BOSTON NATIONALLY 
; Minor Changes 27% 29% 
Note: Numbers don’t always add to . : 
100% because some respondents Fundamental Changes 51% 46% 
answered “Don’t Know.” To Be Completely Rebuilt 17% 19% 


Source: Louis Harris and Assoc., Inc. 





(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 








Access to health services community’s opinions with those of people nationally. 
In the past year, A 6% (12%) needed medical care but didn’t get it 
In the past 2 years, 14% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, 21% (17%) found it more difficult to get needed medical care; 14% (13%) found it easier 


78% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 

19% (29%) go to a doctor’s office 

22% (22%) go to a hospital emergency room 

12% (12%) go to an HMO or physician group practice 

14% (12%) go to a hospital outpatient department 

11% (11%) go to a public clinic 

8% (6%) go toa community health center 


Quality of care received 


Compared to 3 years ago, 42% (versus 46% nationally) find the quality of medical care has improved; 25% (25%) gotten worse 
Over the last 3 years, 17% (15%) think the quality of hospital care has improved; 21% (21%) gotten worse 
Over the last 3 years, 17% (19%) think the quality of physician care has improved; 16% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
46% (44%) — providing good care overall 
49% (42%) — making sure they understand medical problems or medications 
A 46% (37%) — spending enough time with them 


Costs and insurance 


76% (versus 73% nationally) say that their family health care costs are under control; 23% (26%) out of control 
Of the survey respondents who have health insurance: 
39% (35%) rate as excellent their choice of doctors 
30% (25%) rate as excellent reasonableness of out-of-pocket payments 
A 2% (8%) rate as poor ease of changing doctors 
21% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


39% (versus 38% nationally) say changes in the health care system are making it better; 50% (53%) are making it worse 
61% (59%) think the trend to managed care is a good thing; 29% (28%) is a bad thing 

49% (48%) think managed care will improve the quality of care people receive; 35% (39%) will harm quality 

63% (59%) think managed care will help contain costs; 28% (30%) will not help contain costs 


The future: looking ahead 5 years 


A 58% (versus 49% nationally) think that the quality of medical care will be better; A 36% (43%) that quality will be worse 
A 85% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 

86% (89%) anticipate that out-of-pocket costs for medical care will increase 

79% (82%) think that the number of people who won’t be able to afford medical care will be larger than it is today 

44% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 

41% (41%) worry their current health plan will cut back benefits substantially 

37% (38%) worry they won't be able to pay for a nursing home when they or a family member need it 

32% (31%) worry they won’t be able to go to the same doctor they go to now 


The symbols (A, VW, O,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square [) indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 
605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 


Boston, Mass. 


SNAPSHOT COMMUNITY CONSUMER SURVEY 
Columbia, S.C. 


National trends in health care are beginning to influence the Columbia health care system. Pressure 
from employers headquartered outside of South Carolina who want to offer employees similar health 
insurance coverage regardless of location is influencing local health care plans and hospitals. Health 
plans, hospitals, and physicians find themselves working quickly to prevent outside change from jeop- 
ardizing their market share and roles. Competition among health plans has focused primarily on price, 
but is based increasingly on the comprehensiveness and quality of services offered. Fear of future capi- 
tation by national plans is driving hospitals to invent palatable versions of managed care. To date this 

has included purchasing primary care practices and exploring ways to form physician-hospital organiza- 
il a LT a tions. Some physicians are reacting by merging into larger group practices and developing networks. 
T R C KI N G Their strategy seems to be to form groups that are big and powerful enough that no health plan could 

come into the market without talking to them. Consumers have not yet noticed much change in the 

way health care services are being provided to them. Access to care for Medicaid clients traditionally 
A Robert Wood has been poor and does not seem to have improved. The group most pleased with recent changes are 
Johnson Foundation employers. They have stood by and watched their health care premiums shift from a 25% annual 
increase to a 10% annual decrease. 





project monitoring 
health system change 


Demographics 


Race 
Age (percent of population, 1990) 
(percent of population, 1990) Other 


65 and over Household Income agianypacific. 9:4 


(percent of population, 1989) —|slander 1% ___ American Indiar/ 


Eskimo/Aleut 0.2% 


19 years $100,000/yr and over 
and under 2.9% 


29% , 
African- 


American 
30.8% 





$25,000- 
100,000/yr 
55.8% 
Hispanic Origin 
1.2% 


Source: US Department of Commerce, 
Bureau of the Census 


Consumer Survey Data—1995 


Health Insurance Status 


COLUMBIA NATIONALLY 
Fee-for-Service 41% 39% 
Health Status HMO 15% 22% 
PPO 14% 11% 
Uninsured 12% 15% 


Rate of Change 
In Local Health System 
Excellent or 
Very Good COLUMBIA NATIONALLY 
59% Fast 38% 35% 
Slow or not at all 56% 60% 


Local Health Care System Needs... 


COLUMBIA NATIONALLY 
Minor Changes 25% 29% 
Note: Numbers don’t always add to a 2 
100% because some respondents Fundamental Changes | 51% 46% 
answered “Don’t Know.” To Be Completely Rebuilt 19% 19% 


Source: Louis Harris and Assoc., Inc. 








(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 





Access to health services community's opinions with those of people nationally. 
In the past year, 12% (12%) needed medical care but didn’t get it 
In the past 2 years, 16% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, 18% (17%) found it more difficult to get needed medical care; 15% (13%) found it easier 


69% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 
27% (29%) go to a doctor’s office 
22% (22%) go to a hospital emergency room 
13% (12%) go to an HMO or physician group practice 
16% (12%) go to a hospital outpatient department 
5% (11%) go to a public clinic 
5% (6%) go toa community health center 


Quality of care received 


Compared to 3 years ago, 49% (versus 46% nationally) find the quality of medical care has improved; 27% (25%) gotten worse 
Over the last 3 years, 19% (15%) think the quality of hospital care has improved; 20% (21%) gotten worse 
Over the last 3 years, 21% (19%) think the quality of physician care has improved; 14% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
43% (44%) — providing good care overall 
47% (42%) — making sure they understand medical problems or medications 
37% (37%) — spending enough time with them 


Costs and insurance 


71% (versus 73% nationally) say that their family health care costs are under control; 26% (26%) out of control 
Of the survey respondents who have health insurance: 
38% (35%) rate as excellent their choice of doctors 
24% (25%) rate as excellent reasonableness of out-of-pocket payments 
5% (8%) rate as poor ease of changing doctors 
17% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


41% (versus 38% nationally) say changes in the health care system are making it better; 52% (53%) are making it worse 
64% (59%) think the trend to managed care is a good thing; UW 21% (28%) is a bad thing 

53% (48%) think managed care will improve the quality of care people receive; 33% (39%) will harm quality 

60% (59%) think managed care will help contain costs; 26% (30%) will not help contain costs 


The future: looking ahead 5 years 


A 58% (versus 49% nationally) think that the quality of medical care will be better; A 35% (43%) that quality will be worse 
A 86% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 

90% (89%) anticipate that out-of-pocket costs for medical care will increase 

78% (82%) think that the number of people who won’t be able to afford medical care will be larger than it is today 

41% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 

38% (41%) worry their current health plan will cut back benefits substantially 

32% (38%) worry they won’t be able to pay for a nursing home when they or a family member need it 
A 21% (31%) worry they won’t be able to go to the same doctor they go to now 


The symbols (A, W, 2) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square Q) indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 


605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 


Columbia, S.C. 


SNAPSHOT COMMUNITY CONSUMER SURVEY 
Des Moines, lowa 


Des Moines is a close-knit community where business is often still done with a handshake. 
Insurance companies are prominent employers, and several are headquartered in Des 
Moines. The city has a long history of generous indemnity health insurance coverage 
which is just beginning to change. Employees have enjoyed small out-of-pocket premium 
contributions and few co-payments and usually haven’t had to pay more for generous 
indemnity insurance than for managed care. Given this background, the restructuring now 
a = LTH beginning to take place in the Des Moines health care system—the development of man- 

aged care, hospital consolidation, and direct contracting of employers with providers—con- 
T rm C KI N G stitutes big changes. Yet to date, penetration of managed care is limited and consists largely 
of preferred provider organizations. 





A Robert Wood 
Johnson Foundation 












project monitoring Demographics 
health system change Race 
(percent of population, 1990) 
Age _.. Other 
(percent of population, 1990) Asian/Pacific 9.4% 
Islander 1.3% American Indian/ 
Household Income African- Eskimo/Aleut 0.2% 
(percent of population, 1989) American 
2% 
$100,000/yr and over 
and under 2.3% 


28.3% 





Under 
$25,000/yr 
45.9% 
Hispanic Origin 
1.1% 





Source: US Department of Commerce, 
Bureau of the Census 


Consumer Survey Data—1995 


Health Insurance Status 





DES MOINES NATIONALLY 
Fee-for-Service 47% 39% 
Health Status HMO 20% 22% 
PPO 10% 11% 
Uninsured 8% 15% 
Rate of Change 


Eicelenaae In Local Health System 


Very Good DES MOINES NATIONALLY 
62% Fast 32% 35% 
Slow or not at all 64% 60% 





Local Health Care System Needs... 


DES MOINES NATIONALLY 
inor Chan 79 299 
Note: Numbers don’t always add to Minor Changes 3 ae ma 
100% because some respondents Fundamental Changes 45% 46% 
answered “Don’t Know.” To Be Completely Rebuilt 13% 19% 


Source: Louis Harris and Assoc., Inc. 








(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 








Access to health services community’s opinions with those of people nationally. 
In the past year, 8% (12%) needed medical care but didn’t get it 
In the past 2 years, 11% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, A 12% (17%) found it more difficult to get needed medical care; 13% (13%) found it easier 


2 83% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 
36% (29%) go to a doctor’s office 
13% (22%) go to a hospital emergency room 
19% (12%) go to an HMO or physician group practice 
10% (12%) go to a hospital outpatient department 
9% (11%) go to a public clinic 
7% (6%) go toa community health center 


Quality of care received 


Compared to 3 years ago, 49% (versus 46% nationally) find the quality of medical care has improved; 23% (25%) gotten worse 
Over the last 3 years, 17% (15%) think the quality of hospital care has improved; 14% (21%) gotten worse 
Over the last 3 years, 15% (19%) think the quality of physician care has improved; 12% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
43% (44%) — providing good care overall 
A 55% (42%) — making sure they understand medical problems or medications 
A 47% (37%) — spending enough time with them 


Costs and insurance 


73% (versus 73% nationally) say that their family health care costs are under control; 25% (26%) out of control 
Of the survey respondents who have health insurance: 
A 48% (35%) rate as excellent their choice of doctors 
22% (25%) rate as excellent reasonableness of out-of-pocket payments 
V 3% (8%) rate as poor ease of changing doctors 
17% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


32% (versus 38% nationally) say changes in the health care system are making it better; 59% (53%) are making it worse 
55% (59%) think the trend to managed care is a good thing; 29% (28%) is a bad thing 

44% (48%) think managed care will improve the quality of care people receive; 39% (39%) will harm quality 

61% (59%) think managed care will help contain costs; 28% (30%) will not help contain costs 


The future: looking ahead 5 years 


53% (versus 49% nationally) think that the quality of medical care will be better; 39% (43%) that quality will be worse 
90% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 
92% (89%) anticipate that out-of-pocket costs for medical care will increase 
86% (82%) think that the number of people who won’t be able to afford medical care will be larger than it is today 
A 36% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 
35% (41%) worry their current health plan will cut back benefits substantially 
32% (38%) worry they won’t be able to pay for a nursing home when they or a family member need it 
A 22% (31%) worry they won't be able to go to the same doctor they go to now 


The symbols (4, W, O,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square O) indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 


605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 
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SNAPSHOT COMMUNITY CONSUMER SURVEY 
Fargo, N.D./West Central Minnesota 


Rural western Minnesota is dotted with small farming communities. Although many of these commu- 
nities have their own hospital and doctors, they are dependent on two major health systems in Fargo. 
Located on the border between Minnesota (Moorhead) and North Dakota (Fargo), these cities are the 
urban center that serves the surrounding rural areas of both states. The rural population is getting older 
and smaller—dropping 10 to 20% between 1980 and 1990—making it more difficult for the rural hos- 
pitals to survive (four rural hospitals have closed in the past ten years). Competition between the two 
major health systems in Fargo/Moorhead is driving them to reach out aggressively to the surrounding 
rural communities for referrals (by sending specialty doctors out on rotation and by sharing manage- 
ment resources). Increased presence of the urban health systems has improved access to primary and 
specialty care for consumers living in rural areas. Although employers are not organized to do group 
purchasing, they are taking advantage of the increased competition among providers and insurers to 
negotiate discounted health insurance premiums. Some of the largest purchasers are considering direct 
contracting with the two health systems. 








Demographics 


Race 

(percent of population, 1990) 
Asian/Pacific 

Islander 0.7% 


American Indian/ 
Eskimo/Aleut 2.9% 


Age 
(percent of population, 1990) Other 


a fe) 
Household Income 0.4% 


(percent of population, 1989) 


$100,000/yr and over 
1.6% 








African- 
American 
0.5% 











and under 


Under 
$25,000/yr 
53.3% 


$25,000— 
100,000/yr 
45.3% 
Hispanic Origin 

1.1% 


Source: US Department of Commerce, 
Bureau of the Census 


Consumer Survey Data—1995 


Health Insurance Status 
FARGO/W. CENTRAL MINNESOTA NATIONALLY 


Fee-for-Service 
HMO 

PPO 
Uninsured 


Health Status 


Fair or 

Poor 

17% 
Excellent or 
Very Good 


55% Fast 


Slow or not at all 


FARGO/W. CENTRAL MINNESOTA 


50% 39% 
11% 22% 
7% 11% 
12% 15% 


Rate of Change 
In Local Health System 


NATIONALLY 
35% 
60% 


33% 
64% 


Local Health Care System Needs... 


FARGO/W. CENTRAL MINNESOTA 


Minor Changes 


Note: Numbers don’t always add to 
ie Fundamental Changes 


100% because some respondents 
answered “Don’t Know.” 


To Be Completely Rebuilt 


NATIONALLY 
29% 
46% 
19% 


33% 
49% 
14% 


Source: Louis Harris and Assoc., Inc. 








(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 











Access to health services community’s opinions with those of people nationally. 
In the past year, A 7% (12%) needed medical care but didn’t get it 
In the past 2 years, 13% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, 15% (17%) found it more difficult to get needed medical care; 9% (13%) found it easier 


74% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 
27% (29%) go to a doctor’s office 

A 9% (22%) go to a hospital emergency room 

O 2% (12%) go to an HMO or physician group practice 
13% (12%) go to a hospital outpatient department 

UO 39% (11%) go to a public clinic 
4 1% (6%) go toa community health center 





Quality of care received 


Compared to 3 yearsago, 51% (versus 46% nationally) find the quality of medical care has improved; & 17% (25%) gotten worse 
Over the last 3 years, 16% (15%) think the quality of hospital care has improved; A 15% (21%) gotten worse 
Over the last 3 years, 19% (19%) think the quality of physician care has improved; 11% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
42% (44%) — providing good care overall 
47% (42%) — making sure they understand medical problems or medications 
42% (37%) — spending enough time with them 


Costs and insurance 


69% (versus 73% nationally) say that their family health care costs are under control; 29% (26%) out of control 
Of the survey respondents who have health insurance: 
39% (35%) rate as excellent their choice of doctors 
22% (25%) rate as excellent reasonableness of out-of-pocket payments 
5% (8%) rate as poor ease of changing doctors 
17% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


30% (versus 38% nationally) say changes in the health care system are making it better; 57% (53%) are making it worse 
150% (59%) think the trend to managed care is a good thing; 30% (28%) is a bad thing 
11 39% (48%) think managed care will improve the quality of care people receive; 43% (39%) will harm quality 
(151% (59%) think managed care will help contain costs; 1 38% (30%) will not help contain costs 





The future: looking ahead 5 years 


53% (versus 49% nationally) think that the quality of medical care will be better; 38% (43%) that quality will be worse 
91% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 
92% (89%) anticipate that out-of-pocket costs for medical care will increase 
85% (82%) think that the number of people who won’t be able to afford medical care will be larger than it is today 
A 33% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 
37% (41%) worry their current health plan will cut back benefits substantially 
A 27% (38%) worry they won’t be able to pay for a nursing home when they or a family member need it 
A 20% (31%) worry they won’t be able to go to the same doctor they go to now 


The symbols (4, W, ,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square O) indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 
605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 
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SNAPSHOT COMMUNITY CONSUMER SURVEY 
Houston, Texas 


Houston, the fourth largest U.S. city, is beginning to feel an acceleration of health care sys- 
tem changes. For many years Houston employers were reluctant to move employees into 
managed care (HMO and PPO) plans. Until recently, physicians’ opinions about how med- 
ical services should be delivered and how much they should cost have gone largely unchal- 
; lenged. But now, despite the absence of aggressive employer actions, excess hospital and 

‘ physician capacity has altered the balance of economic power in Houston in favor of pay- 
a Ie ALTH ers. Because employers and health plans have established broad provider panels, consumers 

with insurance have not yet noticed marked changes in the services they receive or the 

T RAC KI N G providers available to them. However, the safety-net system is not tightly integrated, and 
Texas has a growing uninsured population. 





A Robert Wood 
Johnson Foundation 


project monitoring Demographics 
health system change 











Race 
(percent of population, 1990) 
Age 
(percent of population, 1990) American Indian/ Asian/Pacific 
imo/Al 59 
65 and over Household Income ee eut Islander 3.5% 
i (percent of population, 1989) : 
100,000 d 
: pata oe : African- 
5.3% i 
a eres American 
and under 17.9% 
31.9% $ 
Under 
$25,000/yr 
$25,000-\ 39 = Se ete eit 
100,000/yr Hispanic Origin 
55.4% 20.7% 





Source: US Department of Commerce, 
Bureau of the Census 





Consumer Survey Data—1995 
Health Insurance Status 
HOUSTON NATIONALLY 
Fee-for-Service 28% 39% 
Health Status HMO 26% 22% 
PPO 15% 11% 
Uninsured 18% 15% 
Rate of Change 


Bycallontion In Local Health System 


Very Good HOUSTON NATIONALLY 
=6% Fast 43% 35% 
Slow or not at all 51% 60% 





Local Health Care System Needs... 


HOUSTON NATIONALLY 
Note: Numbers don’t always add to Minor Changes 31% 29% 
100% because some respondents Fundamental Changes 46% 46% 
answered “Don’t Know.” To Be Completely Rebuilt 18% 19% 


Source: Louis Harris and Assoc., Inc. 








(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 








Access to health services community’s opinions with those of people nationally. 
In the past year, 11% (12%) needed medical care but didn’t get it 
In the past 2 years, 15% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, 19% (17%) found it more difficult to get needed medical care; 18% (13%) found it easier 


68% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 
28% (29%) go to a doctor’s office 
14% (22%) go to a hospital emergency room 
227% (12%) go to an HMO or physician group practice 
8% (12%) go to a hospital outpatient department 
11% (11%) go toa public clinic 
3% (6%) go to a community health center 


Quality of care received 


Compared to 3 yearsago, 44% (versus 46% nationally) find the quality of medical care has improved; 22% (25%) gotten worse 
Over the last 3 years, 14% (15%) think the quality of hospital care has improved; 16% (21%) gotten worse 
Over the last 3 years, 23% (19%) think the quality of physician care has improved; 14% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
45% (44%) — providing good care overall 
43% (42%) — making sure they understand medical problems or medications 
44% (37%) — spending enough time with them 


Costs and insurance 


74% (versus 73% nationally) say that their family health care costs are under control; 25% (26%) out of control 
Of the survey respondents who have health insurance: 
A 34% (35%) rate as excellent their choice of doctors 
29% (25%) rate as excellent reasonableness of out-of-pocket payments 
V 13% (8%) rate as poor ease of changing doctors 
24% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


42% (versus 38% nationally) say changes in the health care system are making it better; 50% (53%) are making it worse 
60% (59%) think the trend to managed care is a good thing; 29% (28%) is a bad thing 

43% (48%) think managed care will improve the quality of care people receive; 43% (39%) will harm quality 

59% (59%) think managed care will help contain costs; 32% (30%) will not help contain costs 


The future: looking ahead 5 years 


50% (versus 49% nationally) think that the quality of medical care will be better; 43% (43%) that quality will be worse 
A 85% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 

88% (89%) anticipate that out-of-pocket costs for medical care will increase 

83% (82%) think that the number of people who won’t be able to afford medical care will be larger than it is today 

45% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 

42% (41%) worry their current health plan will cut back benefits substantially 

37% (38%) worry they won’t be able to pay for a nursing home when they or a family member need it 

28% (31%) worry they won’t be able to go to the same doctor they go to now 


The symbols (A, W, ,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square O) indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 
605 households and representative samples of approximately 300 pees in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 
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SNAPSHOT COMMUNITY CONSUMER SURVEY 
Indianapolis, Ind. 


The Indianapolis health care market is conservative, but increasingly competitive. In the last two 
years the provider community has begun to integrate both horizontally and vertically. Most hospitals 
in the community are merging into one of two major health systems with the possibility of a third 
emerging from maneuvers in progress. The market changes have been predominantly hospital-driven, 
and physicians have gone along out of a sense of self-preservation. Historically, physicians were pow- 
erful in this market, but as mergers and alliances begin to take hold, the role of the physician is 
changing rapidly. Many primary care practitioners have sold their practices to or signed up for hospi- 
tal or insurer networks. Specialists are forming multispecialty groups to position themselves to accept 
capitated managed care contracts. Employers have been relatively satisfied with the costs of medical 
care in Indianapolis. A few of the larger employers offer managed care options and provide incentives 
for employees to choose them. The structural changes in the Indianapolis market have had seemingly 
little effect on consumers, who mostly continue to go to their usual physician and hospital. 


Demographics 


Race 
(percent of population, 1990) 


Age Asian/Pacific 
(percent of population, 1990) American Indiarv Islander 0.8% 
Eskimo/Aleut 0.2% — Other 


0.3% 


65 and over 
11.4% 


Household Income 
(percent of population, 1989) African- 
American 


13.2% 





$100,000/yr and over 


19 years 3.6% 
and under e 


29% 


Under 
$25,000/yr 
$25,000— i 


100,000/yr ai us Hispanic Origin 
57.4% 0.9% 


Source: US Department of Commerce, 
Bureau of the Census 


Consumer Survey Data—1995 


Health Insurance Status 
INDIANAPOLIS NATIONALLY 


Health Status 


Excellent or 
Very Good 
57% 


Note: Numbers don’t always add to 
100% because some respondents 
answered “Don’t Know.” 


Fee-for-Service 
HMO 

PPO 
Uninsured 


37% 39% 
19% 22% 
16% 11% 
12% 15% 


Rate of Change 
In Local Health System 


Fast 
Slow or not at all 


INDIANAPOLIS 


NATIONALLY 
37% 35% 
57% 60% 


Local Health Care System Needs... 


Minor Changes 
Fundamental Changes 


To Be Completely Rebuilt 


INDIANAPOLIS 


NATIONALLY 
30% 29% 
50% 46% 
16% 19% 


Source: Louis Harris and Assoc., Inc. 








(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 











Access to health services community’s opinions with those of people nationally. 
In the past year, 10% (12%) needed medical care but didn’t get it 
In the past 2 years, 13% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, 17% (17%) found it more difficult to get needed medical care; 15% (13%) found it easier 


78% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 

22% (29%) go to a doctor’s office 

24% (22%) go to a hospital emergency room 

18% (12%) go to an HMO or physician group practice 

13% (12%) go to a hospital outpatient department 

13% (11%) go to a public clinic 

5% (6%) go toa community health center 


Quality of care received 


Compared to 3 yearsago, 47% (versus 46% nationally) find the quality of medical care has improved; 23% (25%) gotten worse 
Over the last 3 years, 12% (15%) think the quality of hospital care has improved; 24% (21%) gotten worse 
Over the last 3 years, 16% (19%) think the quality of physician care has improved; 17% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
39% (44%) — providing good care overall 
44% (42%) — making sure they understand medical problems or medications 
42% (37%) — spending enough time with them 


Costs and insurance 


74% (versus 73% nationally) say that their family health care costs are under control; 24% (26%) out of control 
Of the survey respondents who have health insurance: 
42% (35%) rate as excellent their choice of doctors 
25% (25%) rate as excellent reasonableness of out-of-pocket payments 
7% (8%) rate as poor ease of changing doctors 
21% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


41% (versus 38% nationally) say changes in the health care system are making it better; 53% (53%) are making it worse 
61% (59%) think the trend to managed care is a good thing; 27% (28%) is a bad thing 

48% (48%) think managed care will improve the quality of care people receive; 35% (39%) will harm quality 

58% (59%) think managed care will help contain costs; 29% (30%) will not help contain costs 


The future: looking ahead 5 years 


53% (versus 49% nationally) think that the quality of medical care will be better; 40% (43%) that quality will be worse 
92% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 
89% (89%) anticipate that out-of-pocket costs for medical care will increase 
81% (82%) think that the number of people who won’t be able to afford medical care will be larger than it is today 
42% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 
42% (41%) worry their current health plan will cut back benefits substantially 
40% (38%) worry they won’t be able to pay for a nursing home when they or a family member need it 
A 25% (31%) worry they won't be able to go to the same doctor they go to now 


The symbols (A, WV, O,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A.) or worse off (W) than the nation as a whole. The square O) indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 


605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 
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SNAPSHOT COMMUNITY CONSUMER SURVEY 
Minneapolis/St. Paul, Minn. 


The Twin Cities health care market has long been one of the most advanced managed care markets in the 
country. Many people believe that the region’s health care system is entering a period of rapid change as its 
highly consolidated health plans face challenges from purchasers and providers. As a result of horizontal 
and vertical integration in the insurance, hospital, and physician sectors over the past few years, the market 
currently is dominated by three health plans having a combined 80% of the managed care market. 
Purchasers increasingly are uncomfortable with the highly consolidated health plan market, believing that 
it reduces their ability to hold health plans accountable for health outcomes and gives health plans more 
market leverage that could lead to higher prices in the future. Thus, large purchasers are working together 
to develop a new strategy for contracting directly with providers reducing the power that health plans cur- 
rently wield. Physicians have been under enormous pressure over the last few years to sell their practices to 
one of the three major health plans. Consumers in the Twin Cities are generally viewed as having the best 
of all possible worlds—health plans and providers that deliver high quality care at a low cost and responsi- 
ble employers and a generous state government that provide health coverage for over 90% of the popula- 
tion. But special populations are still not served adequately. 








Demographics ee 
(percent of population, 1990) 
Age ae 
Household Income American Indiar/ Asian/Pacific 















(percent of population, 1990) ; 
y eg (percent of population, 1989) Eskimo/Aleut 0.9% islander 2.6% 
65 and over African- Other 
9.8% $100,000/yr and over American 0.6% 
5.1% 3.5% 





19 years 
and under 
29% 


Under 
$25,000/yr 


$25,000- 
100,000/yr 
63.2% 


31.8% 





Hispanic Origin 
1.5% 


Source: US Department of Commerce, 
Bureau of the Census 





Consumer Survey Data—1995 





Health Insurance Status 
MINNEAPOLIS/ST. PAUL NATIONALLY 
Fee-for-Service 36% 39% 
Health Status HMO 36% 22% 
Fair or P PPO 7% 11% 
ee. Uninsured 8% 15% 
Rate of Change 
In Local Health System 
mean MINNEAPOLIS/ST. PAUL NATIONALLY 
69% Fast 37% 35% 
Slow or not at all 58% 60% 








Local Health Care System Needs... 


MINNEAPOLIS/ST. PAUL — NATIONALLY 
‘ Minor Changes 39% 29% 
Note: Numbers don’t always add to x . 
100% because some respondents Fundamental Changes ; 44% 46% 
answered “Don’t Know.” To Be Completely Rebuilt 14% 19% 


Source: Louis Harris and Assoc., Inc. 








(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 











Access to health services community’s opinions with those of people nationally. 
In the past year, A 7% (12%) needed medical care but didn’t get it 
In the past 2 years, 11% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, 15% (17%) found it more difficult to get needed medical care; 9% (13%) found it easier 


69% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 
29% (29%) go to a doctor’s office 
A 6% (22%) go toa hospital emergency room 
OV 32% (12%) go to an HMO or physician group practice 
Y 3% (12%) go to a hospital outpatient department 
19% (11%) go to a public clinic 
5% (6%) go toa community health center 





Quality of care received 


Compared to 3 years ago, 48% (versus 46% nationally) find the quality of medical care has improved; 18% (25%) gotten worse 
Over the last 3 years, 16% (15%) think the quality of hospital care has improved; A 13% (21%) gotten worse 
Over the last 3 years, 16% (19%) think the quality of physician care has improved; 11% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
50% (44%) — providing good care overall 
49% (42%) — making sure they understand medical problems or medications 
A 48% (37%) — spending enough time with them 


Costs and insurance 


75% (versus 73% nationally) say that their family health care costs are under control; 24% (26%) out of control 
Of the survey respondents who have health insurance: 
41% (35%) rate as excellent their choice of doctors 
30% (25%) rate as excellent reasonableness of out-of-pocket payments 
8% (8%) rate as poor ease of changing doctors 
17% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


40% (versus 38% nationally) say changes in the health care system are making it better; 50% (53%) are making it worse 
62% (59%) think the trend to managed care is a good thing; 28% (28%) is a bad thing 

45% (48%) think managed care will improve the quality of care people receive; 40% (39%) will harm quality 

62% (59%) think managed care will help contain costs; 29% (30%) will not help contain costs 


The future: looking ahead 5 years 


52% (versus 49% nationally) think that the quality of medical care will be better; 39% (43%) that quality will be worse 
92% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 
92% (89%) anticipate that out-of-pocket costs for medical care will increase 
81% (82%) think that the number of people who won’t be able to afford medical care will be larger than it is today 
A 32% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 
35% (41%) worry their current health plan will cut back benefits substantially 
A 29% (38%) worry they won’t be able to pay for a nursing home when they or a family member need it 
A 21% (31%) worry they won’t be able to go to the same doctor they go to now 


The symbols (A, W, Q,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square 4) indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 
605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 
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SNAPSHOT COMMUNITY CONSUMER SURVEY 


North Central Florida 


North Central Florida, a 17-county area that includes the city of Gainesville, is a rural 
health care market experiencing accelerated change. Until a year ago, only 10% of the 
population was enrolled in a health maintenance organization (HMO). The near doubling 


of HMO enrollment in the past year is a strong indication of the rapid pace of change. This 


move to managed care is partly due to purchasers, and consumers, seeking relief from 


regional health care prices that are above average for the state. Purchasers are now bargain- 
ing with insurers to secure lower premiums. As a result, insurers are competing to offer low- 


cost products. Hospitals and physicians are responding to the increasingly competitive 
environment by consolidating and developing tighter referral relationships between 


Gainesville and the surrounding rural areas. 


Demographics 


Age 
(percent of population, 1990) 


Household Income 
(percent of population, 1989) 


$100,000/yr and over 


and under 31% 


26.9% 


Under 

$25,000/yr 

$25,000— eta 
100,000/yr 


52% 


Consumer Survey Data—1995 


Race 
(percent of population, 1990) 


Asian/Pacific 

Islander 1.5% 
American Indian/ 
Eskimo/Aleut 0.3% 


African- 
American 
15.2% 


Other 
1.3% 


Hispanic Origin 
4.8% 


Source: US Department of Commerce, 
Bureau of the Census 


Health Insurance Status 


Fee-for-Service 
HMO 

PPO 
Uninsured 


Health Status 


NORTH CENTRAL FLORIDA NATIONALLY 


39% 
22% 
11% 
15% 


32% 
21% 
18% 
16% 


Rate of Change 


Excellent or 
Very Good 
62% 


Note: Numbers don’t always add to 
100% because some respondents 
answered “Don’t Know.” 





In Local Health System 
NORTH CENTRAL FLORIDA NATIONALLY 
36% 35% 
58% 60% 


Fast 
Slow or not at all 


Local Health Care System Needs... 


NORTH CENTRAL FLORIDA NATIONALLY 
30% 29% 
44% 46% 
21% 19% 


Minor Changes 
Fundamental Changes 
To Be Completely Rebuilt 


Source: Louis Harris and Assoc., Inc. 








(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 











Access to health services community’s opinions with those of people nationally. 
In the past year, 11% (12%) needed medical care but didn’t get it 
In the past 2 years, Y 20% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, 20% (17%) found it more difficult to get needed medical care; 11% (13%) found it easier 


68% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 

26% (29%) go to a doctor’s office 

18% (22%) go to a hospital emergency room 

20% (12%) go to an HMO or physician group practice 

6% (12%) go to a hospital outpatient department 
12% (11%) go toa public clinic 
10% (6%) go toa community health center 


Quality of care received 


Compared to 3 years ago, 46% (versus 46% nationally) find the quality of medical care has improved; 27% (25%) gotten worse 
Over the last 3 years, 20% (15%) think the quality of hospital care has improved; 23% (21%) gotten worse 
Over the last 3 years, 17% (19%) think the quality of physician care has improved; W 21% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
47% (44%) — providing good care overall 
50% (42%) — making sure they understand medical problems or medications 
A 46% (37%) — spending enough time with them 


Costs and insurance 


73% (versus 73% nationally) say that their family health care costs are under control; 26% (26%) out of control 
Of the survey respondents who have health insurance: 
36% (35%) rate as excellent their choice of doctors 
31% (25%) rate as excellent reasonableness of out-of-pocket payments 
9% (8%) rate as poor ease of changing doctors 
22% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


37% (versus 38% nationally) say changes in the health care system are making it better; 50% (53%) are making it worse 
65% (59%) think the trend to managed care is a good thing; 26% (28%) is a bad thing 

53% (48%) think managed care will improve the quality of care people receive; 34% (39%) will harm quality 

64% (59%) think managed care will help contain costs; 28% (30%) will not help contain costs 


The future: looking ahead 5 years 


51% (versus 49% nationally) think that the quality of medical care will be better; 40% (43%) that quality will be worse 
93% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 

91% (89%) anticipate that out-of-pocket costs for medical care will increase 

83% (82%) think that the number of people who won’t be able to afford medical care will be larger than it is today 
46% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 

37% (41%) worry their current health plan will cut back benefits substantially 

37% (38%) worry they won’t be able to pay for a nursing home when they or a family member need it 

30% (31%) worry they won’t be able to go to the same doctor they go to now 


The symbols (4, W, O,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (‘W) than the nation as a whole. The square O indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 
605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 
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SNAPSHOT COMMUNITY CONSUMER SURVEY 
Orange County, Calif. 





Orange County has a large and growing number of people enrolled in health maintenance 
organizations. Compared to other communities in the 15-area study, Orange County’s hos- 
pital sector is exceptionally weak and fragmented, with little hospital consolidation. The 
result is dominant health systems and a significant oversupply of hospital beds. The balance 
of economic power has shifted sharply in favor of purchasers and health plans and against 


hospitals and physicians. A growing proportion of the county’s population lives in poverty 


HEALTH 
TRACKING 


care for illegal aliens. 


A Robert Wood 
Johnson Foundation 


and lacks health insurance. Funding for care for the uninsured is threatened in multiple 
ways, including the county’s bankruptcy and the political unpopularity of providing health 








project monitoring Demographics 
health system change 
Age 
(percent of population, 1990) 
65 and over 
9.2% 











19 years 
and under 
27.6% 





Race 
(percent of population, 1990) 


Asian/Pacific Other 
Islander 10.3% 8.8% 









Household Income 


(percent of population, 1989) American Indian/ 
Eskimo/Aleut 0.5% 








$100,000/yr and over 
11.3% African- 
American 
1.8% 








$25,000-— 
100,000/yr 
66.2% 


Hispanic Origin 
23.4% 







Source: US Department of Commerce, 
Bureau of the Census 


Consumer Survey Data—1995 


Health Status 


Excellent or 


Very Good 








Note: Numbers don’t always add to 
100% because some respondents 
answered “Don’t Know.” 





Health Insurance Status 


ORANGE COUNTY NATIONALLY 
Fee-for-Service 24% 39% 
HMO 38% 22% 
PPO 11% 11% 
Uninsured 14% 15% 

Rate of Change 
In Local Health System 

ORANGE COUNTY NATIONALLY 
Fast 36% 35% 
Slow or not at all 56% 60% 


Local Health Care System Needs... 


ORANGE COUNTY —_ NATIONALLY 
Minor Changes 29% 29% 
Fundamental Changes 47% 46% 
To Be Completely Rebuilt 18% 19% 


Source: Louis Harris and Assoc., Inc. 
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(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 





Access to health services community’s opinions with those of people nationally. 
In the past year, A 7% (12%) needed medical care but didn’t get it 
In the past 2 years, VW 19% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, VY 25% (17%) found it more difficult to get needed medical care; 11% (13%) found it easier 


0 63% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 
O 18% (29%) go to a doctor’s office 
A 8% (22%) go to a hospital emergency room 
O 38% (12%) go to an HMO or physician group practice 
LY 3% (12%) go to a hospital outpatient department 
11% (11%) go to a public clinic 
6% (6%) go to a community health center 





Quality of care received 


Compared to 3 years ago, 47% (versus 46% nationally) find the quality of medical care has improved; 22% (25%) gotten worse 
Over the last 3 years, 11% (15%) think the quality of hospital care has improved; 20% (21%) gotten worse 
Over the last 3 years, 17% (19%) think the quality of physician care has improved; 16% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
49% (44%) — providing good care overall 
A 51% (42%) — making sure they understand medical problems or medications 
A 49% (37%) — spending enough time with them 


Costs and insurance 


A 80% (versus 73% nationally) say that their family health care costs are under control; A 18% (26%) out of control 
Of the survey respondents who have health insurance: 
34% (35%) rate as excellent their choice of doctors 
31% (25%) rate as excellent reasonableness of out-of-pocket payments 
10% (8%) rate as poor ease of changing doctors 
22% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


39% (versus 38% nationally) say changes in the health care system are making it better; 53% (53%) are making it worse 
63% (59%) think the trend to managed care is a good thing; 30% (28%) is a bad thing 

41% (48%) think managed care will improve the quality of care people receive; 48% (39%) will harm quality 
60% (59%) think managed care will help contain costs; 30% (30%) will not help contain costs 


The future: looking ahead 5 years 


55% (versus 49% nationally) think that the quality of medical care will be better; 38% (43%) that quality will be worse 
89% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 

85% (89%) anticipate that out-of-pocket costs for medical care will increase 

76% (82%) think that the number of people who won’t be able to afford medical care will be larger than it is today 
42% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 

39% (41%) worry their current health plan will cut back benefits substantially 

41% (38%) worry they won’t be able to pay for a nursing home when they or a family member need it 

32% (31%) worry they won’t be able to go to the same doctor they go to now 


The symbols (A, W, S,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square O indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 
605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 
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SNAPSHOT COMMUNITY CONSUMER SURVEY 
Portland, Oreg. / Vancouver, Wash. 


Portland/Vancouver has a long history in managed care, and the process of consolidation has 
been gradual. In the past few years, health insurance premiums have flattened, declining in 
some cases, and hospital use rates have dropped despite the absence of widespread employer 
pressure to control costs. A major shift has occurred regarding which doctors control money and 
patients— primary care practitioners are increasing in power as specialists slip downward. Most 
Portland/Vancouver hospitals are linked to one of the three large health delivery systems. 
bf [= LTH Despite the current rapid pace of change, the outlook of experts in the system is surprisingly 
positive. Generally they agree that the Oregon Health Plan (enacted in 1989 to provide univer- 
T RR Cc K | N G sal coverage, establish a basic benefit package by ranking and limiting covered Medicaid ser- 


vices, reform the small group insurance market, and control costs through managed care) has 















A Robert Wood contributed to increased access to care for many low-income people. 
Johnson Foundation 
health system change Race 
(percent of population, 1990) 
AGE : Asian/Pacific Other 
(percent of population, 1990) Islander 3.2% 1.8% 
Ge andover Household Income — American Indian/ 
12.4% (percent of population, 1989)  Eskimo/Aleut 1% 
$100,000/yr and over African- 
34% American 
9 
19 years ap 
and under 
$25,000-— 
1 Deel i Hispanic Origin 
56.3% 40% 











Source: US Department of Commerce, 
Bureau of the Census 


Consumer Survey Data—1995 


Health Insurance Status 
PORTLAND/VANCOUVER NATIONALLY 





Fee-for-Service 30% 39% 
Health Status HMO 43% 22% 
PPO 9% 11% 
Uninsured 7% 15% 
Rate of Change 


Bcellantior In Local Health System 


Very Good PORTLAND/VANCOUVER NATIONALLY 
63% Fast 39% 35% 
Slow or not at all 57% 60% 








Local Health Care System Needs... 
PORTLAND/VANCOUVER — NATIONALLY 


, Minor Changes 30% 29% 
Note: Numbers don’t always add to 5 A 
100% because some respondents Fundamental Changes 55% 46% 
answered “Don’t Know.” To Be Completely Rebuilt 13% 19% 


Source: Louis Harris and Assoc., Inc. 








(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 








Access to health services community’s opinions with those of people nationally. 
In the past year, 10% (12%) needed medical care but didn’t get it 
In the past 2 years, 12% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, 16% (17%) found it more difficult to get needed medical care; 14% (13%) found it easier 


73% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 
19% (29%) go to a doctor’s office 
16% (22%) go to a hospital emergency room 
O 31% (12%) go to an HMO or physician group practice 
QO 3% (12%) go toa hospital outpatient department 
13% (11%) go toa public clinic 
10% (6%) go toa community health center 


Quality of care received 


Compared to 3 yearsago, 47% (versus 46% nationally) find the quality of medical care has improved; & 20% (25%) gotten worse 
Over the last 3 years, 11% (15%) think the quality of hospital care has improved; 17% (21%) gotten worse 
Over the last 3 years, 15% (19%) think the quality of physician care has improved; 14% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
41% (44%) — providing good care overall 
46% (42%) — making sure they understand medical problems or medications 
41% (37%) — spending enough time with them 


Costs and insurance 


75% (versus 73% nationally) say that their family health care costs are under control; 23% (26%) out of control 
Of the survey respondents who have health insurance: 
38% (35%) rate as excellent their choice of doctors 
A 36% (25%) rate as excellent reasonableness of out-of-pocket payments 
6% (8%) rate as poor ease of changing doctors 
16% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


37% (versus 38% nationally) say changes in the health care system are making it better; 50% (53%) are making it worse 
63% (59%) think the trend to managed care is a good thing; 26% (28%) is a bad thing 

47% (48%) think managed care will improve the quality of care people receive; 37% (39%) will harm quality 

63% (59%) think managed care will help contain costs; 27% (30%) will not help contain costs 


The future: looking ahead 5 years 


52% (versus 49% nationally) think that the quality of medical care will be better; 38% (43%) that quality will be worse 
87% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 
89% (89%) anticipate that out-of-pocket costs for medical care will increase 
A 74% (82%) think that the number of people who won't be able to afford medical care will be larger than it is today 
A 35% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 
35% (41%) worry their current health plan will cut back benefits substantially 
34% (38%) worry they won't be able to pay for a nursing home when they or a family member need it 
A 18% (31%) worry they won't be able to go to the same doctor they go to now 


The symbols (A, VW, O,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square 1 indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 
605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 
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SNAPSHOT COMMUNITY CONSUMER SURVEY 
St. Louis, Mo. 


Powerful forces are converging to reshape the St. Louis health care market, much as the Mississippi and 
Missouri rivers have shaped St. Louis itself. The business sector, which has an abundance of Fortune 
500 corporate headquarters, has strongly influenced local social and health policy. The health system 
has a reputation for high quality care, in part due to its two medical schools, Washington University 
and St. Louis University. The schools’ emphasis on training specialists and cutting edge medical 
research has spawned a system top-heavy with tertiary, high-tech health care and one of the highest 
concentrations of hospital beds in the country. Managed care plans in St. Louis are relatively “unman- 


Ma a ALT ia aged,” but are beginning to feel the pressure to change from more aggressive public and private sector 
T ed AC KI N G purchasing. To date, most health plans have very large, non-exclusive physician networks and pay 


physicians discounted fees rather than capitating their income. Despite a few physicians who have sold 
their practices or joined physician- hospital organizations, the medical community remains largely 
A Robert Wood unchanged from its unorganized, specialist-dominated history. Consumers in the St. Louis region have 
Johnson Foundation felt few effects of market changes, but many observers believe these effects are just around the corner. 





project monitoring 


health system change Demographics Race 
(percent of population, 1990) 
Age AsiarvPacific 
(percent of population, 1990) Islander 0.9% 
EG dove Household Income — American Indian/ 
12.8% (percent of population, 1989) Eskimo/Aleut 0.2% 
African- 
$100,000/yr and over American 
3.9% 17% 





19 years 
and under 
29% 


$25,000-— a oe ae 
100,000/yr Aspe rigin 
57.2% : 


Source: US Department of Commerce, 
Bureau of the Census 


Consumer Survey Data—1995 


Health Insurance Status 


ST. LOUIS NATIONALLY 
Fee-for-Service 38% 39% 
Health Status HMO 31% 22% 
PPO 12% 11% 
Uninsured 7% 15% 


Fair or 


P 
16% Rate of Change 


Eveehient er In Local Health System 


Very Good ST. LOUIS NATIONALLY 
55% Fast 39% 35% 
Slow or not at all 56% 60% 


Local Health Care System Needs... 
ST. LOUIS NATIONALLY 


Minor Changes 24% 29% 
Note: Numbers don’t always add to Fund tal Ch 49% 16% 
100% because some respondents undamental Changes 0 0 


answered “Don’t Know.” To Be Completely Rebuilt 25% 19% 


Source: Louis Harris and Assoc., Inc. 








(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 








Access to health services community’s opinions with those of people nationally. 
In the past year, 9% (12%) needed medical care but didn’t get it 
In the past 2 years, 12% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, 18% (17%) found it more difficult to get needed medical care; 12% (13%) found it easier 


72% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 
25% (29%) go to a doctor's office 
21% (22%) go to a hospital emergency room 
19% (12%) go to an HMO or physician group practice 
9% (12%) go to a hospital outpatient department 
15% (11%) go to a public clinic 
4% (6%) go toa community health center 


Quality of care received 


Compared to 3 years ago, 46% (versus 46% nationally) find the quality of medical care has improved; 28% (25%) gotten worse 
Over the last 3 years, W 10% (15%) think the quality of hospital care has improved; 22% (21%) gotten worse 
Over the last 3 years, 14% (19%) think the quality of physician care has improved; 13% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
40% (44%) — providing good care overall 
45% (42%) — making sure they understand medical problems or medications 
40% (37%) — spending enough time with them 


Costs and insurance 


71% (versus 73% nationally) say that their family health care costs are under control; 27% (26%) out of control 
Of the survey respondents who have health insurance: 
33% (35%) rate as excellent their choice of doctors 
28% (25%) rate as excellent reasonableness of out-of-pocket payments 
9% (8%) rate as poor ease of changing doctors 
26% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


38% (versus 38% nationally) say changes in the health care system are making it better; 56% (53%) are making it worse 
60% (59%) think the trend to managed care is a good thing; 29% (28%) is a bad thing 

0 40% (48%) think managed care will improve the quality of care people receive; 44% (39%) will harm quality 
57% (59%) think managed care will help contain costs; 34% (30%) will not help contain costs 


The future: looking ahead 5 years 


53% (versus 49% nationally) think that the quality of medical care will be better; 44% (43%) that quality will be worse 
90% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 
90% (89%) anticipate that out-of-pocket costs for medical care will increase 
81% (82%) think that the number of people who won't be able to afford medical care will be larger than it is today 
44% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 
43% (41%) worry their current health plan will cut back benefits substantially 
Y 45% (38%) worry they won’t be able to pay for a nursing home when they or a family member need it 
31% (31%) worry they won’t be able to go to the same doctor they go to now 


The symbols (A, W, G,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square 1 indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 
605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 
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SNAPSHOT COMMUNITY CONSUMER SURVEY 
San Diego, Calif. 


Managed care is not brand new to San Diego. But high HMO market penetration, powerful 
insurers/health plans, and consolidated delivery systems are rapidly transforming the San 
Diego health care system. Forces outside of San Diego are currently driving these changes. 
Assertive state-wide purchasers have negotiated substantial premium reductions with state- 
wide HMOs, leading many local employers to expect comparable premium decreases. Medi- 
Cal (California’s Medicaid program) expenditures increased rapidly over the past decade 
but access to care for recipients is reported to have decreased. There is no public hospital in 
San Diego and the already limited amount of services provided through clinics is being 
reduced. The fiercely competitive market has kept health insurance premiums relatively 
low, but the impact of the health system changes on quality of care is still unknown. 





Demographics 


Race 
(percent of population, 1990) 


Asian/Pacific 
Islander 7.9% 


American 
Indiar/ 
Eskimo/Aleut 
0.8% 


African- 
American 
6.4% 


Age 


(percent of population, 1990) Other 


9.9% 
Household Income 
(percent of population, 1989) 


65 and over 
10.9% 


$100,000/yr and over 


19 years 6% 


and under 
27.9% 


$25,000— 
100,000/yr 
59.8% 


Hispanic Origin 
20.4% 


Source: US Department of Commerce, 
Bureau of the Census 


Consumer Survey Data—1995 


Health Insurance Status 


SAN DIEGO 
Fee-for-Service 21% 
HMO 41% 
PPO 13% 
Uninsured 15% 


NATIONALLY 
39% 
22% 
11% 
15% 


Health Status 


Fair or Poor 
13% 


Rate of Change 


Excellent or 
Very Good 
63% 


Note: Numbers don’t always add to 
100% because some respondents 
answered “Don’t Know.” 


In Local Health System 


Fast 
Slow or not at all 


SAN DIEGO 
42% 
52% 


NATIONALLY 
35% 
60% 


Local Health Care System Needs... 


Minor Changes 
Fundamental Changes 


To Be Completely Rebuilt 


SAN DIEGO 
26% 
49% 
21% 


NATIONALLY 
29% 
46% 
19% 


Source: Louis Harris and Assoc., Inc. 








(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 





Access to health services community’s opinions with those of people nationally. 
In the past year, 9% (12%) needed medical care but didn’t get it 
In the past 2 years, 16% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, Y 24% (17%) found it more difficult to get needed medical care; 11% (13%) found it easier 


QO 65% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 
17% (29%) go to a doctor’s office 
15% (22%) go to a hospital emergency room 
1 22% (12%) go to an HMO or physician group practice 
12% (12%) go to a hospital outpatient department 
11% (11%) go to a public clinic 
9% (6%) go toa community health center 





Quality of care received 


Compared to 3 yearsago, 50% (versus 46% nationally) find the quality of medical care has improved; 21% (25%) gotten worse 
Over the last 3 years, 20% (15%) think the quality of hospital care has improved; 18% (21%) gotten worse 
Over the last 3 years, 21% (19%) think the quality of physician care has improved; 14% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
A 54% (44%) — providing good care overall 
A 53% (42%) — making sure they understand medical problems or medications 
41% (37%) — spending enough time with them 


Costs and insurance 


A 79% (versus 73% nationally) say that their family health care costs are under control; A 20% (26%) out of control 
Of the survey respondents who have health insurance: 
41% (35%) rate as excellent their choice of doctors 
A 40% (25%) rate as excellent reasonableness of out-of-pocket payments 
9% (8%) rate as poor ease of changing doctors 
22% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


41% (versus 38% nationally) say changes in the health care system are making it better; 53% (53%) are making it worse 
1) 66% (59%) think the trend to managed care is a good thing; 27% (28%) is a bad thing 

49% (48%) think managed care will improve the quality of care people receive; 40% (39%) will harm quality 

64% (59%) think managed care will help contain costs; 26% (30%) will not help contain costs 


The future: looking ahead 5 years 


50% (versus 49% nationally) think that the quality of medical care will be better; 45% (43%) that quality will be worse 
89% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 

87% (89%) anticipate that out-of-pocket costs for medical care will increase 

79% (82%) think that the number of people who won't be able to afford medical care will be larger than it is today 
47% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 

36% (41%) worry their current health plan will cut back benefits substantially 

40% (38%) worry they won’t be able to pay for a nursing home when they or a family member need it 

29% (31%) worry they won’t be able to go to the same doctor they go to now 


The symbols (A, W, &,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square O indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 
605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 
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SNAPSHOT COMMUNITY CONSUMER SURVEY 
South Florida 


Over the last few years, South Florida’s health care market has changed rapidly. HMO 
enrollment grew 30% between 1993 and 1994, due in part to new Medicaid and Medicare 
enrollees. The rapid growth has encouraged many new managed care plans to enter the 
market. None has more than 10% of the market share, and all are vying fiercely for new 
enrollees. A key strategy used to gain market share is consolidation, and the pace of consol- 
idation among health plans has reached a frenzy. Insurers are in the driver’s seat in this 
market because it is oversaturated with hospitals, doctors and almost every other type of 
health care provider. Safety-net providers, who are called upon to serve a large uninsured 
population, are surviving by adopting competitive strategies such as vertical and horizontal 
integration and aggressive contracting with managed care plans. 





Demographics 
Race 
(percent of population, 1990) 
Age AsiarvPacific 


Islander 1.3% 


Other 
3.1% 


American Indian/ 
Eskimo/Aleut 0.2% 


(percent of population, 1990) 











Household Income 
(percent of population, 1989) 






African- 


American 
$100,000/yr and over 17.2% 


5.4% 





19 years 
and under 
245% 








$25,000- 
100,000/yr 
52.1% 


Hispanic Origin 
27.8% 


Source: US Department of Commerce, 
Bureau of the Census 





Consumer Survey Data—1995 


Health Insurance Status 











SOUTH FLORIDA NATIONALLY 
Fee-for-Service 26% 39% 
Health Status HMO 24% 22% 
PPO 16% 11% 
Uninsured 20% 15% 
Rate of Change 
ecalont Or In Local Health System 
Very Good SOUTH FLORIDA NATIONALLY 
56% Fast 38% 35% 
Slow or not at all 55% 60% 


Local Health Care System Needs... 





SOUTH FLORIDA NATIONALLY 
Minor Changes 19% 29% 
Note: Numbers don’t always add to . 2 
100% because some respondents Fundamental Changes 4 51% 46% 
answered “Don’t Know.” To Be Completely Rebuilt 25% 19% 


Source: Louis Harris and Assoc., Inc. 











(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 








Access to health services community’s opinions with those of people nationally. 
In the past year, 9% (12%) needed medical care but didn’t get it 
In the past 2 years, VY 20% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, 22% (17%) found it more difficult to get needed medical care; 16% (13%) found it easier 


2 64% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 
28% (29%) go to a doctor’s office 
25% (22%) go to a hospital emergency room 
14% (12%) go to an HMO or physician group practice 
9% (12%) go to a hospital outpatient department 
16% (11%) go toa public clinic 
3% (6%) go to a community health center 


Quality of care received 


Compared to 3 years ago, W 39% (versus 46% nationally) find the quality of medical care has improved; 27% (25%) gotten worse 
Over the last 3 years, 14% (15%) think the quality of hospital care has improved; 23% (21%) gotten worse 
Over the last 3 years, 18% (19%) think the quality of physician care has improved; 16% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
43% (44%) — providing good care overall 
49% (42%) — making sure they understand medical problems or medications 
44% (37%) — spending enough time with them 


Costs and insurance 


68% (versus 73% nationally) say that their family health care costs are under control; 30% (26%) out of control 
Of the survey respondents who have health insurance: 
32% (35%) rate as excellent their choice of doctors 
21% (25%) rate as excellent reasonableness of out-of-pocket payments 
8% (8%) rate as poor ease of changing doctors 
24% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


37% (versus 38% nationally) say changes in the health care system are making it better; 55% (53%) are making it worse 
64% (59%) think the trend to managed care is a good thing; 29% (28%) is a bad thing 

47% (48%) think managed care will improve the quality of care people receive; 42% (39%) will harm quality 

65% (59%) think managed care will help contain costs; 30% (30%) will not help contain costs 


The future: looking ahead 5 years 


51% (versus 49% nationally) think that the quality of medical care will be better; 41% (43%) that quality will be worse 
88% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 
86% (89%) anticipate that out-of-pocket costs for medical care will increase 
83% (82%) think that the number of people who won't be able to afford medical care will be larger than it is today 
V 57% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 
VY 50% (41%) worry their current health plan will cut back benefits substantially 
VY 53% (38%) worry they won’t be able to pay for a nursing home when they or a family member need it 
VY 47% (31%) worry they won’t be able to go to the same doctor they go to now 


The symbols (A, W, O,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 
605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 
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SNAPSHOT COMMUNITY CONSUMER SURVEY 
Wilmington, Del. 


Because the Wilmington health care market remained stable for many years, even relatively small 
developments occurring in the past two to three years represent an accelerated rate of change. 
DuPont, by far the largest and most influential employer in Wilmington surprised the community in 
1993 by moving to create point-of-service and other managed care options for its employees. Other 
employers are following DuPont’s lead. To date, there do not seem to have been any changes in the 
way services are provided to patients. Area physicians have enjoyed a history of generous reimburse- 
ment for their services, and most are still paid on a fee-for-service basis. However, some primary care 
physicians now welcome capitation in hopes of increasing their income and value in the system. 
Because Wilmington’s workforce contains an unusually large proportion of “headquarters” employ- 


ees, accustomed to comprehensive health benefits, unrestricted physician choice, and responsive 
providers, insurers have had a hard time implementing stringent managed care techniques. 


Demographics 


Age 


(percent of population, 1990) 


65 and over 
11.2% 


19 years 
and under 
27.9% 


Household Income 
(percent of population, 1989) 


$100,000/yr and over 
5.3% 


Under 
$25,000/yr 
29.3% 


$25,000- 
100,000/yr 
65.5% 


Consumer Survey Data—1995 


Health Status 


Excellent or 
Very Good 
63% 


Note: Numbers don’t always add to 
100% because some respondents 
answered “Don’t Know.” 





Race 
(percent of population, 1990) 


Asian/Pacific 
Islander 1.4% 


American Indian/ 
Eskimo/Aleut 0.2% 


African- 
American 
14.8% 


Hispanic Origin 
24% 


Source: US Department of Commerce, 
Bureau of the Census 


Health Insurance Status 


Fee-for-Service 
HMO 

PPO 
Uninsured 


WILMINGTON 
41% 
25% 
12% 
10% 


NATIONALLY 
39% 
22% 
11% 
15% 


Rate of Change 
In Local Health System 


Fast 
Slow or not at all 


WILMINGTON 
39% 
57% 


NATIONALLY 
35% 
60% 


Local Health Care System Needs... 


Minor Changes 
Fundamental Changes 


To Be Completely Rebuilt 


WILMINGTON 
22% 
58% 
17% 


NATIONALLY 
29% 
46% 
19% 


Source: Louis Harris and Assoc., Inc. 








(25%) Numbers in parentheses are from a sample of 
605 households representative of the nation as a 
whole. These numbers can be used to compare this 





Access to health services community’s opinions with those of people nationally. 
In the past year, 11% (12%) needed medical care but didn’t get it 
In the past 2 years, 10% (13%) were unable to see a see a specialist when one was needed 
In the past 3 years, 21% (17%) found it more difficult to get needed medical care; 11% (13%) found it easier 


QO 85% (versus 73% nationally) have a personal doctor who is their usual source of medical care 
When people who do not have a personal doctor are sick or need health care: 
34% (29%) go to a doctor’s office 
18% (22%) go to a hospital emergency room 
18% (12%) go to an HMO or physician group practice 
13% (12%) go toa hospital outpatient department 
4% (11%) go to a public clinic 
2% (6%) go toa community health center 


Quality of care received 


Compared to 3 yearsago, 51% (versus 46% nationally) find the quality of medical care has improved; 21% (25%) gotten worse 
Over the last 3 years, 11% (15%) think the quality of hospital care has improved; 23% (21%) gotten worse 
Over the last 3 years, 18% (19%) think the quality of physician care has improved; 18% (14%) gotten worse 
People said their personal doctor does an excellent job in: 
41% (44%) — providing good care overall 
A 50% (42%) — making sure they understand medical problems or medications 
39% (37%) — spending enough time with them 


Costs and insurance 


72% (versus 73% nationally) say that their family health care costs are under control; 27% (26%) out of control 
Of the survey respondents who have health insurance: 
41% (35%) rate as excellent their choice of doctors 
22% (25%) rate as excellent reasonableness of out-of-pocket payments 
A 4% (8%) rate as poor ease of changing doctors 
25% (20%) have had problems with their plan limiting treatment thought necessary 


Perceptions about managed care 


39% (versus 38% nationally) say changes in the health care system are making it better; 55% (53%) are making it worse 
58% (59%) think the trend to managed care is a good thing; 32% (28%) is a bad thing 

44% (48%) think managed care will improve the quality of care people receive; 42% (39%) will harm quality 

56% (59%) think managed care will help contain costs; 36% (30%) will not help contain costs 


The future: looking ahead 5 years 


52% (versus 49% nationally) think that the quality of medical care will be better; 45% (43%) that quality will be worse 
91% (91%) believe the cost to taxpayers of paying for medical care for the old and poor will be higher 

89% (89%) anticipate that out-of-pocket costs for medical care will increase 

80% (82%) think that the number of people who won’t be able to afford medical care will be larger than it is today 
45% (43%) worry they will have to pay very expensive medical bills that will not be covered by health insurance 

40% (41%) worry their current health plan will cut back benefits substantially 

35% (38%) worry they won't be able to pay for a nursing home when they or a family member need it 

28% (31%) worry they won’t be able to go to the same doctor they go to now 


The symbols (A, W, 41,) used with the above statements show where consumers’ responses for this community differ significantly from those of people 
interviewed in the national survey, as they answered questions about their own communities. The arrows indicate whether the local community is bet- 
ter off (A) or worse off (W) than the nation as a whole. The square S) indicates that there is a statistically significant difference between this commu- 
nity and national data, but that difference cannot be characterized as good or bad. 


Louis Harris and Associates conducted these telephone surveys between June 26 and July 27, 1995. They surveyed a nationally representative sample of 
605 households and representative samples of approximately 300 households in each of the 15 Snapshot Communities. More information on the survey 
is available from the Foundation. 
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